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LAND TRANSFER UNDER PANAMA TREATY 


THURSDAY, MAY 2, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON THE PANAMA CANAL OF THE 
CoMMITTEE ON MercuHant MARINE AND FISHERIES, 


Washington, D.C. 


A subcommittee met at 10 a. m. in the committee room of the House 
Committee on Merchant Marine and Fisheries, room 219, House Office 
Building, Hon. Leonor K. Sullivan (subcommittee chairman) pre- 
siding, for the consideration of H. R. 6709. 

(H. R. 6709 is as follows :) 


[H. R. 6709, 85th Cong., 1st sess. ] 


A BILL To implement a treaty and agreement with the Republic of Panama, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is hereby declared to be the purpose 
of this Act— 

(1) to authorize and direct the fulfillment of those provisions of the Treaty 
of Mutual Understanding and Cooperation Between the United States of 
America and the Republic of Panama signed on January 25, 1955, and of 
the Memorandum of Understandings Reached signed on the same date, which 
contemplate, subject to authorization by the Congress, the conveyance of 
various lands and improvements to the Republic of Panama, including, but 
not limited to, conveyance of the lands and improvements in, and simulta- 
neous relinquishment of all right, power, and authority in, the area known 
as Paitilla Point, and including the removal of the railway terminal opera- 
tions of the Panama Canal Company from the city of Panama and the 
conveyance of the lands and improvements known as Panama Railroad 
Yard in the city of Panama; and 

(2) to authorize and provide for the adjustments in the fiscal obligations 
of the Panama Canal Company necessitated by the aforesaid conveyances 
and by the increase accomplished by the aforementioned treaty in the 
amount of the Panama Canal annuity payable to the Republic of Panama. 

(a) In accordance with and subject of the provisions of article V of the 
Treaty of Mutual Understanding and Cooperation Between the United States of 
America and the Republic of Panama signed on January 25, 1955, and item 2 
of the Memorandum of Understandings Reached signed on same date— 

(1) the Secretary of State is authorized and directed to convey to the 
Republic of Panama free of cost all the right, title, and interest held by 
the United States of America or its agencies in and to the land and im- 
provements in the area known as Paitilla Point and in the areas designated 
in paragraphs 1, 2, and 3 of paragraph (a) of said item 2; and 

(2) the Panama Canal Company is authorized and directed to remove 
its operations and withdraw from the other lands and improvements desig- 
nated in said item 2, and to convey to the Republic of Panama free of cost 
all the right, title, and interest held by the Panama Canal Company and 
the United States of America in and to said other lands and improvements. 

(b) The net book value of the property of the Panama Canal Company con- 
veyed under this directive or by operation of articles VI or VII of the treaty 
and the net capital loss, if any, as established by the Panama Canal Company 
and approved by the Director of the Bureau of the Budget, sustained in the dis- 
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posal, relocation, or reutilization of any facility or other property of the Panama 
Canal Company rendered excess, wholly or in part, by operation of articles V 
or XII of the treaty or items 2, 6, 9, or 10 of the Memorandum of Understandings 
Reached shall be treated as extraordinary expenditures and losses incurred 
through directives based on national policy and not related to the operations of 
the corporation, within the meaning of section 246 (d) of title 2 of the Canal 
Zone Code, as added by the Act of June 29, 1948 (ch. 706, 62 Stat. 1075). The 
net book value of Canal Zone Government property conveyed under this direc- 
tive shall be removed from the capital investment of the United States in the 
Canal Zone Government without charge to the costs of operation of that agency. 
There are hereby authorized to be appropriated such amounts as may be re- 
quired for the necessary replacement of property or facilities of the Panama 
Canal Company or Canal Zone Government conveyed or rendered excess as the 
result of the treaty or memorandum. 

The first sentence of paragraph (e) of section 246 of title 2 of the Canal Zone 


_ 


Code, as added by section 7 of the Act of September 26, 1950 (64 Stat. 1041), is 
amended to read as follows: “The corporation is further obligated to pay into 
the Treasury as miscellaneous receipts amounts sufficient to reimburse the 
Treasury, as nearly as possible, (1) for the annuity payments under article 
XIV of the convention of November 18, 1903, between the United States of Amer- 
ica and the Republic of Panama, as modified by article VII of the treaty of 
March 2, 1936, and by article 1 of the treaty of January 25, 1955, between the 
said governments, and (2) for the net costs of operation of the agency known 
as the Canal Zone Government.” 

Mrs. Sutxitvan. The subcommittee will come to order. 

The hearing this morning is on H. R. 6709, a bill to implement a 
treaty and agreement with the Republic of Panama, and for other 
purposes. 

Under the provisions of the 1955 Treaty With Panama, the United 
States agreed to convey to the Republic of Panama most of the lands 
held by the United States in the ieee and to increase the annuity 
paid to Panama from $430,000 to $1.9: 30,000. A third provision of 
the treaty, the construction of a bridge across the canal, was imple- 
mented by the bill reported by this committee in the last Congress and 
subsequently enacted into law, which authorized such construction. 

The present bill covers the property transfer and the annuity pay- 
ment, and the first witness will be Governor Potter of the Canal Zone 
Government. 

Governor Potter, will you take the witness stand. 


STATEMENT OF MAJ. GEN. W. E. POTTER, PRESIDENT, PANAMA 
CANAL COMPANY, AND GOVERNOR OF THE CANAL ZONE; AC- 
COMPANIED BY MERRILL WHITMAN, SECRETARY, PANAMA 
CANAL COMPANY; AND PHILIP STEERS, COMPTROLLER, PANAMA 
CANAL COMPANY 


Governor Porrer. Madam Chairman and members of the committee, 
it is a great pleasure to be before this committee, one I know has a great 
interest in a country that is a long way from Washington. 

I would like to introduce to you Merrill Whitman, secretary of the 
Panama Canal Company, and Philip Steers, comptroller. With those 
two I think I have enough expert witnesses to carry us through the 
day. 

Mrs. Sunzivan. Very well, Governor. Do you have a prepared 
statement ? 

Governor Porter. I do have a prepared statement which, unless 
you prefer, I would rather not read, but will just hit some high spots in 
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it. I think the main items that this bill has to do with might be more 
easily explained in this way and by your questions. 

Mrs. Suniivan. Very well. 

Governor Porrrr. As you so well stated, Madam Chairman, this is 
a piece of legislation which will put into effect a part of the 1955 
treaty between the United States of America and the Republic of 
Panama. The main parts of this bill have to do with the transfer of 
various properties which are owned by either the Canal Company or 
the Canal Zone Government outside of the zone boundaries. These 
properties are owned in fee just like any property owner. 

The treaty provides for the transfer of these properties to the Re- 
public of Panama, and the effects on the Panama Canal Company are 
of considerable importance. 

Lumping both the properties of the Canal Company and the Gov- 
ernment together, the total book value as carried on our books of these 
properties, which do include buildings and houses, is $4.3 million. 
The market value of these properties is $24.3 million. 

The important elements of these properties are, first, the Hotel 
Washington; the Cristobal High School and Grade School; a hos- 
pital; over 200 dwellings; and a rather large section of land which 
borders on the town of Colon. 

The treaty also provides that we turn over to Panama the two ter- 
minal railroad facilities now existing in the Republic of Panama. 

Certain of these facilities, the housing, the railroad terminals, com- 
missaries and service centers, will have to be replaced within the zone 
in the towns affected. The total cost of replacing these necessary fa- 
cilities is $14.2 million. 

The second part of the bill has to do with changing an existing piece 
of legislation that requires the Panama Canal Company to pay the 
present annuity as set up by the 1936 treaty of $430,000. The 1936 
treaty raised that annuity, as you have stated, to $1,930,000, or $1.5 
million more. Under the terms of this legislation the Panama Canal 
Company would pay that increased annuity. I believe the State De- 
partment has made two annual payments to the sum total of $3 million 
to date. The effect of this bill would be to cause us to pay that $5 mil- 
lion and from now on the additional $1.5 million. 

The legislation is of extreme importance to us, Madam Chairman, 
because of the financial effects. 

Under the terms of the treaty we withdraw from certain of these 
properties as we can replace them within the zone. So that part of 
the bill which authorizes appropriations for the necessary replace- 
ment of these facilities is important to enable us to replace houses in 
the town of Margarita and to replace commissaries and other facilities, 
the schools for instance, that will be necessary to take care of our 
population. 

While I may have briefed this too much, I think the main points 
have been hit. I believe any matters you may want additional informa- 
tion on can be brought out more clearly by your questions than my 
continuing to testify. 

Mrs. Sutiivan. Thank you. 

Did you wish to include in the record your entire prepared 
statement ? 
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Governor Porrer. If you would. 
Mrs. Sutiivan. That is permitted. 
(The statement referred to is as follows :) 


STATEMENT OF Mas. Gren. W. E. Porter, PRESIDENT, PANAMA CANAL COM- 
PANY, AND GOVERNOR OF THE CANAL ZONE ON H. R. 6709 


Madam Chairman and members of the committee, I am appearing before the 
committee this morning in support of H. R. 6709, a bill to implement a treaty 
and agreement with the Republic of Panama and for other purposes. This bill 
was submitted to the Congress by the Executive Office of the President in order 
to carry into effect certain provisions of the 1955 treaty and agreement with 
Panama and to authorize certain fiscal adjustments by the Panama Canal 
Company. As originally transmitted to the Congress, the bill contained two 
titles, one of which has been incorporated in H. R. 6709 and the other of which, 
relating to conditions of employment, was introduced as H. R. 6708. <A detailed 
explanation of the provisions of title I and their relationship to existing law 
regarding the fiscal obligations of the Panama Canal Company accompanied the 
legislation when it was submitted and it is requested that that analysis be 
incorporated in the record. 

The 1955 Treaty With Panama provides for the transfer to the Republic of 
Panama of certain lands when and as determined by the United States to be 
no longer needed for United States Government purposes. The lands and improve- 
ments are listed in item 2 of the Memorandum of Understandings Reached which 
accompanied the treaty. This property includes the Hotel Washington, the 
Cristobal High School, the old Colon hospital and certain residential property 
on the Atlantic side of the isthmus and Paitilla Point, a small commercial area, 
and several other relatively minor pieces of property of the Pacific side. Inas- 
much as the United States has entered into an undertaking to convey these 
properties to Panama, it is urged that prompt action be taken by the Congress 
to carry that agreement into effect. That action would be accomplished by the 
provisions appearing on the first and second pages and the first 9 lines of page 3 
of the bill. At this point I might suggest that the bill be divided into sections, 
with section 2 commencing at line 15 on page 2 and section 3 beginning at line 9 
of page 4. 

After providing for transfer of the properties indicated in the treaty and 
agreement, the bill goes on to provide for necessary fiscal adjustments by the 
Panama Canal Company to reflect on its books the effect of the transfer and 
to take into account the increase in the annuity paid to Panama. 

The Company’s charter provides that extraordinary expenditures or losses 
incurred by directives based on national policy not related to the operations of 
the corporation shall be applied to reduce the net direct investment in the 
Company on which the Company pays interest to the Treasury. The transfer of 
these properties and the capital losses sustained in the disposal, relocation or 
reutilization of any facility or other property of the Company rendered excess 
by the 1955 treaty will result from directives based on national policy not 
related to the operations of the corporation and hence should be reflected by a 
reduction in the interest-bearing investment of the United States in the Company. 
The provisions beginning at line 10 on page 3 of the bill would accomplish that 
result. This part of the bill also provides that the net book value of Canal Zone 
Government property conveyed to Panama shall be removed from the capital 
investment of the United States in the Canal Zone Government without charge 
to the costs of operation of that agency. Appropriations are authorized if 
required for the necessary replacement of property or facilities of the Company 
or Canal Zone Government conveyed or rendered excess as a result of the treaty 
or memorandum. 

As indicated in the analysis which accompanied the bill when it was for- 
warded to the Congress, the land to be transferred to Panama by the Company 
has a net book value of $2.7 million and an estimated market value of $18.5 
million. The land to be transferred by the Canal Zone Government has a book 
value of $1.6 million and an estimated market value of $5.8 million. The total 
book value of the lands to be transferred by both agencies is $4.3 million and the 
combined market value is $24.3 million 

In addition, facilities of the Company in the Canal Zone made excess by the 
treaty have a value of $800,000, and the replacement cost of the Canal Zone 
properties involved is $7.7 million. Insofar as concerns the Panama Canal 
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Company, the net result of these transactions based on net book value of the 
properties involved will be an increase of $3 million in the interest-bearing invest- 
ment of the Government in the Panama Canal Company. 

The provision beginning at line 9 on page 4 of the bill would require the 
Panama Canal Company to reimburse the Treasury for the full amount of the 
annuity paid to Panama as increased by the 1955 treaty. 

Prior to the 1955 treaty the amount of the annuity was $430,000 which the 
Company was required to reimburse to the Treasury. This requirement, how- 
ever, iS not broad enough to include the $1,500,000 increase in the annuity 
effected by the 1955 treaty. The final provision of H. R. 6709 would amend the 
language of the charter providing for reimbursement of the Treasury for annuity 
payments to Panama to include annuity payments made under the 1955 treaty. 

The prompt enactment of this legislation is important to the furtherance of 
our good relations with the Republic of Panama and I urge early approval of 
the legislation. Although time has not permitted the prior clearance of this 
oral report with the Bureau of the Budget, the similar report contained in a 
letter to the chairman of the committee from the secretary of the Company was 
approved by the Bureau and the Bureau advised then that the enactment of 
this legislation is in accord with the President’s program. 

That concludes my general statement and if the members of the committee 
have any questions on the various provisions of the bill I shall be glad to attempt 
to answer them. 

Mrs. Sunttivan. Before I start my questioning I will defer to Mr. 
Garmatz. 

Mr. Garmarz. Governor, you talked about the schools and hospital 
and homes being transferred, and you say they can be replaced in the 
American zone. Is there a time limit on this? 

Governor Porrer. The hospital will not have to be replaced because 
we now have the Coco Solo hospital on that side which bears the entire 
load. The hospital is not used at the present time. However, the 
schools are used and are the main high school plant. 

Mr. Garmatrz. What hospital will be turned over? 

Governor Porrrer. The old hospital in Colon, a masonry building, 
quite a fine building, t that is now empty. 

Mr. Garmarz. And the Washington Hotel? 

Governor Porrer. Yes. 

Mr. Garmatrz. Can you go into detail on the time limit for trans- 
ferring the homes al nd commissaries ? 

Governor Porrrr. The treaty does not set a time but indicates we 
will remove ourselves from the housing as fast as we have replace- 
ment housing within the zone. 

Mr. Garmatz. And what about the schools? 

Governor Porrer. The same with that, sir. 

Mr. Garmatz. That isall I have at this time. 

Mrs. Sutnuivan. Mr. Mailliard. 

Mr. Mariurarp. Governor, it seems to me that we have included in 
a single bill two more or less unrelated things. One is actually in 
accord with the main title of the bill, but there are also some fiscal 
matters in here which as far as I can see, do not go to the implementa- 
tion of the treaty, and that affect the United States only and not 
Panama. , 

In your opinion, might it not be better to go ahead with the pro- 
visions that actually implement the treaty, and perhaps go into more 
detail with respect to the financial implications? Ts there any need 
to put them together in one piece of legislation ? ‘ 

Governor Porrrr. The legislation is as drafted by the administra- 
tion, sir. 


91980—57——_2 
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Mr. Maiuiiarp. As far as our relations with the Republic of Panama 
are concerned, does it matter whether we decide at this time, for ex- 
ample, whether the property should be transferred on the books at book 
value or market value, or the question of the payment of the addi- 
tional annuity, and so on? What we do with those questions will 
have no bearing on our relations with the Republic of Panama? 

Governor Porrer. What Panama, of course, is interested in is 
getting this transfer made, and that transfer cannot be made until 
the legislation is passed by Congress. 

As far as the $1.5 million is concer ned, I do not think this legislation 
oe Panama, because they are being paid now and I do not think 
they care who in the United States Government pays it. 

* le Sutiivan. May I interrupt there ? 

Mr. Maruurarp. Yes. 

Mrs. Sutiivan. What would be the advantage of deferring any part 
of the bill, in your estimation ? 

Governor Porrer. In my estimation I am very anxious that this 
transfer legislation be implemented because for several years, Madam 
Chairman, we have not maintained the houses that we are transferring, 
and many of our families are living in houses which have not been 
maintained for several years, and they are not getting any better. 
We do not feel we should put any money in maintenance since they 
are being turned over to Panama; and by the same token I must have 
a great interest in these families that are employees, and I do not like 
to have to force them to live in the houses as they are. So I do need, 
and I think the United States needs, the implementation of this 
transfer through this legislation as rapidly as possible. 

The part having to do with the $1.5 million is an administrative 
matter and a fiscal matter which this c ommittee, of course, has a great 
interest in one way or another. 

Mrs. Sutuivan. Thank you. 

Mr. Marrurarp. That was more or less the point I was trying to 
make. To dillydally on a treaty obligation, the treaty having been 
approved by the Senate, is probably not very good policy. But there 
are implications, it seems to me, in the fiscal provisions that go beyond 
the implementation of the treaty. 

How do you interpret the provisions of this bill where, on page 3, 
line 10, it specifies that the book value shall be used in crediting the 
books of the Company, and then over on page 4 it says: 

There are hereby authorized to be appropriated such amounts as may be re- 
quired for the necessary replacement of property or facilities of the Panama 
Canal Company or Canal Zone Government conveyed or rendered excess as the 
result of the treaty or memorandum. 

What would be your interpretation there? Will that be a charge 
against the Company ? 

Governor Porrer. Well, may I put it this way: Under the terms 
of this bill, it states on line 10 that the net book value of the property 
will be credited to us. The net book value of that property is $4.3 
million. Then we must spend $14.2 million to replace the facilities 
that we will continue to need, and I assume that the Company’s share 
of the $14.2 million will come out of earnings. 

Mr. Mariurarp. The bill does not say so, , does it, Governor? 

Governor Porrer. No, it does not say so. 
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Mr. Maru1arp. How do you know? 

Governor Porrer. The Company, when it comes up before the Con- 
gress for approval of its program, norm: lly says that these costs will 
come out of funds of the Company. We are not asking for new ap- 
propriations. We are asking for authority to spend our funds. 

Mr. Mar.u1arp. Does that not seem unfair to the C ompany, to give 
them credit for property which was transferred without their being 
particularly interested in transferring it at book value, but because 
ms a public policy which has nothing to do with the operation of the 

Canal Company, then make them pay out cash to replace those fa- 
cilities at the current replacement price ? 

Governor Porrrer. I would hope you would not want the answer to 
that question, Mr. Mailliard. 

Mr. Maiurarp. I sort of feel obligated to ask for your judgment 
because, after all, we are the Committee on Merchant Marine and that 
is how we got into the Panama Canal picture, and certainly this is 
going to have an effect on tolls, which I think is one of our primary 
concerns. 

Governor Porrer. If financed by appropriations, it is going to 
cause the net worth of the Company, and the Canal Zone Government, 
to increase by some $10 million. 

Mr. Maitii1arp. And you pay interest on that money? 

Governor Porrer. We pay interest on the Company’s share and we 
would have to depreciate all the facilities, of course. 

Mr. Maitirarp. I do not quite understand the logic of it. I had an 
interpretation from someone else that the property being given to 
Panama would be credited at book value, but because this was a public 
policy matter which had nothing to do with the operation of the 
canal, that the Treasury would pay the difference in replacement cost ? 

Governor Porrer. No one told me that. 

Mr. Marii1arp. Do you not think either you ought to get credit for 
the market value—what did you pay for it? 

Governor Porrer. $5.7 million for the sale of the S. S. Panama. 

Mr. Martiiarp. You got that money? 

Governor Porrer. We haven't got all yet. We got a downpayment 
and the balance will be paid over the next 4 years. 

Mr. Mariuiarp. You are disposing of property that belongs to the 
Company. You should get for it what it is worth. 

Governor Porrer. Depending on whether I was a good trader, I 
might get $24 million for it. 

Mr. Mariiarp. Does it not seem to you there is an inconsistency in 
crediting the Company with the book value and having to pay out the 
current market value? Should you not credit the Company with the 
depreciated book value and Uncle Sam pick up the check to replace 
the facilities? That is one way. Another way is to say, “You are 
a private company. You will dispose of this for whatever it will 
bring on the market and with the proceeds you will make such replace- 
ments as are needed.” 

Governor Porter. I think this is a policy matter. This committee is 
the one that will determine that policy and not the president of the 
Panama Canal Company. 

Mr. Mattirarp. Are you willing to advise the committee as to your 
views? 
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Governor Porrrr. My views, sir, must be expressed in the testimony 
I have given and in the bill whic +h I am supporting. 

Mr. Maritxtarp. Well, I can understand your pays there. 

Let me go on, then, to the final paragraph of the bill, which deals 
with the annuity. I noticed in reading the hearings before the Com- 
mittee on Foreign Relations of the Senate that all witnesses very 
carefully avoided indicating how that figure was arrived at. Do you 
have any idea where the $1.5 million figu 

Governor Porrrr. No, sir; I do not. 

Mr. Mariurarp. Does it bear any resemblance to the commercial 
value involved ? 

Governor Porrrer. As I understand it, although the treaty took 
place before ny time in the zone, there were 40 or 50 meetings between 
represent atives of Panama and representatives of the United States 
in drafting this treaty, and I assume—aithough members of the State 


re came from ? 


Department will know better than I—that this figure was arrived at in 
those mee Ings. Th ; bac keroul | doi ot k OW. 

Mr. M AILLIARD. The re seems to have been an elfort to conceal the 
method by which they arrived at that figure. The hearings indicate 


that in many places where that rake have been discussed they went 
off the record. So I know of no way to know whether this increased 
annuity bore any resemblance to the commercial value of the rights 
which we have and for which we pay the annuity. 

Do you know whether your prede essor was in on these discussions ? 

Governor Porrer. No. Idonot believe he was. 

Mr. ate LIARD. It certi unly ap pears to me from reading these | hear- 
ines wit] ne care th: ut the inerch: Un ti nial ine aspect elite red Mito the 
neg Sokcee )a very minor degree, if at all, and that is why I am ques- 
ioning’ whether it is right to allow the state Department, with a 
relatively minor concern in the oper ation of the mer hant marine, to 
make commitments which automatically make a charge against the 
Panama Canal Company, which I understand is operating on a com- 
ecanan’ boa: 

Governor Porrrer. Let me assure you it is operated on a business 
basis. 

Mr. Mainurarp. Do you know of any instance where a private cor- 
poration would be subjected to the sort of financial squeeze that would 
exist if we agreed to transfer these properties at the book value and 
then required you to pay out cash for replacement? Does that sound 
like a commercial transaction to you ? 

Governor Potter. If I may go off the record. 

(Statement made off the record. ) 

Mr. Marmauiarn. Of course any profit you make eventually will 
co tothe Treasury ? 

Governor PorrTer. Yes. 

Mr. Matuurarp. So I would not say you are free from taxes. You 
are taxed 100 percent on your profits 

Governor Porrer. Yes. 

Mr. Mamaiarp. What has been done in the past in transfers of real 
property ¢ 

Governor Porrer. We have one other experience on that. In 1943 
some properties were turned over to Panama. The bill that authorized 
that reads to us as if they should have been turned over at fair market 








LAND TRANSFER UNDER PANAMA TREATY 9 


value. We were so advised by the General Accounting Office at that 
time, to credit them in our books at fair market value. We have 
done that. ‘The difference in figures then is something like this: The 
book value of the properties was in the neighborhood of $1.5 million. 
The market value or the appraised value was $11 million. 

Mr. Matuuiarp. Net book value ? 

Governor Porrrer. The book value was $1.5 million. The appraised 
or market value was $11 million. We took credit on our books for $11 
million. 

Mr. Matiri1arp. On advice of GAO? 

Governor Porrrer. Yes, on specific direction of the General Ac 
counting Office. Since that time they have changed their minds and 
recently the Congress has received a letter from the General Ac- 
counting Office holding us in default for not having done it the other 
way, and charging us, or desiring to charge us, $1.2 million in accrued 
interest that we should have paid and the interest on the difference 
from now on out, aj proximately S10 million. 

Mr. Maruiarp. In other words, you are now being held in default for 
doing what vou were told to do at the time ? . 

Governor Porrrer. Yes, sir. 

Mir. Maiuurarp. Do you know of any instance where this question of 
polic: Vv has been considered by Coner 

Governor Porrer. We read the bill th: it caused the 1943 transfer to 
clearly require us to take ‘reclit on the | basis of appraised value. 

Mr. Maruurarp. Then by what right does the GAO come now and 


} 


sav the bill did not say that ? 


a 


+) rye 
tne fina 


Governor Porrer. The GAO } cial watchdog of the Con- 
gress to se that the agencies of the Government do the proper thing. 

Mr. Bonner. It is similar to the Supreme Court, is it not? There 
was one Comptroller General that had a mind like you have. There is 
a subsequent one that aes not agree with you. So we get into dif- 
ficulty. Whatcould we say tothe Supreme Court 2 

Mr. Mamrtarp. Unfortunately, perhaps, the Supreme Court has no 
superior that can ove oe it. I think we can overrule the GAO. 

Governor Porrer. Mr. Mailliard, if you want this matter we have 
just been talking about to be in the record, we have a copy of the 
letter from the General Accounting Office and our reply to it, and it 
clearly expounds the question. We do not intend to change our books 
until the Congress directs us to. 

Mr. Marnrrarp. Madam Chairman, if there is no objection I would 
like to have that cor respondence in the record. 

Mrs. Sutuivan. Yes, we will be happy to have it in the record. 

(The correspondence referred to is as follows :) 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 7, 1957. 
Hon. CLARENCE CANNON, 
Chairman, Committee on Appropriations, 
House of Representatives. 

Dear Mr. CHAIRMAN: The General Accounting Office has examined the reports 
submitted to the Comptroller General of the United States by the Governor of 
the Canal Zone under section 1311 of the Supplemental Appropriation Act, 1955, 
relating to appropriations and funds under the control of the Panama Canal 
Company and the Canal Zone Government as of June 30, 1956. Copies of these 
reports also were required to be submitted to the chairman of the Committees on 
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Appropriations of the Senate and House of Representatives and to the Director 
of the Bureau of the Budget. 

Our examination was directed at testing the accuracy and validity of the 

unliquidated obligations reported in the statement of financial condition of the 
-?anama Canal Company and the obligated but unexpended balances and the 
unobligated balances reported in the appropriation accounts of the Canal Zone 
Government. We believe that the company’s liabilities to other Government 
agencies is understated by about $1,185,000. This results from an understate- 
ment of $10,533,000 in the net direct investment on which interest is payable 
to the United States Treasury. (See pp. 49 and 50 of our report to the Congress 
on audit of the Panama Canal Company and Canal Zone Government for the 
fiscal year ended June 30, 1955: H. Doc. 465, 84th Cong. ) 

Except as stated in the preceding paragraph, it is our opinion that the reports 
present fairly the aforementioned unliquidated obligations and balances in con- 
formance with the provisions of the applicable law and regulations. 

A similar letter is being sent today to the chairman of the Senate Committee 
on Appropriations. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


APRIL 18, 1957. 
Hon. JosEpH CAMPBELL, 


Comptroller General of the United States, 
Washington, D.C. 

My Dear Mr. CAMPBELL: Reference is made to your letters of March 7, 1957, 
to the chairmen of the congressional Committees on Appropriations reporting 
that the Panama Canal Company in its report for fiscal year 1956 under section 
1311 of Supplemental Appropriation Act, 1955, had understated the company’s 
liabilities to other Government agencies by about $1,185,000. 

Because our position differs so completely from that of the GAO, I respectfully 
request your reconsideration of the point at issue. The issue concerns the 
measurement of the extraordinary loss which was incurred as a result of the 
conveyance of certain lands and properties of the Panama Railroad Company 
to the Republic of Panama pursuant to a directive based on national policy 
(sec. 7 of the joint resolution approved May 3, 1948 [57 Stat. 74]). Section 
246 (d) in the Company’s charter provides that extraordinary losses incurred 
through directives based on national policy shall be considered as repayments 
to the Treasury analogous to dividends and similarly applicable as offsets against 
directly contributed capital. The GAO estimates that the assets cost $1,227,000. 
During 19388 the appraised value of the assets was established to be $11,759,556. 
The appraisal was conducted partially by the Appraisal Commission of 1938, 
appointed by the Secretary of War under authority of Public Resolution No. 
54, 75th Congress, and partially by Mr. John B. Green, appointed by the Governor 
of the Panama Canal. Upon instructions of the GAO and in compliance with 
section 246 (d) in its charter, the corporation, in 1948 established in its books the 
extraordinary loss, measured in terms of appraised value, for use as a potential 
offset against any future capital contributions by the Government to the 
corporation. 

The GAO now questions whether section 246 (d) can be construed as con- 
templating the use of appraised values in measuring the extraordinary loss re- 
sulting from the conveyance to Panama, and whether the statements of Mr. 
Harold Morse, former Assistant Director, Corporation Audits Division, pertaining 
to the contemplated application of section 246 and to the accounting treatment 
that should be accorded the donated properties, can be construed as either advo- 
eating or sanctioning the use of appraisal increments as an offset against the 
direct capital investment represented by the 1951 transfer of assets from the 
-anama Canal (agency) to the corporation. 

Mr. Morse actively participated in the drafting of the act of June 29, 1948 
(Public Law 906, 80th Cong.) which formed the basis of the Company’s present 
charter, and he was principally responsible for the fiscal features of section 246. 
In the course of the hearings before the House Committee on Merchant Marine 
and Fisheries, he presented the revised comments and suggested changes of 
the GAO relative to H. R. 5104, which was the House bill reincorporating the 
Panama Railroad Company under Federal charter. It was at this time that sec- 
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tion 246, worded almost exactly as it was ultimately enacted, was proposed by 
the GAO to the Congress. Asa part of his written explanatory statement regard- 
ing section 246, Mr. Morse included an illustrative tabulation classifying the total 
net worth of the corporation. In this tabulation, Mr. Morse showed that the 
corporation had an “unallocated balance of repayments proposed to be applicable 
to reduction of future capital contributions” in the amount of $27,254,902. This 
figure was arrived at by adding $22,494,945 (representing dividends paid into 
the Treasury since 1904) to $11,759,956 (representing fair value of the lands 
conveyed to Panama in 1943) and then subtracting from this total of $34,154,901 
the sum of $6,999,999 (representing the reduction of the Government’s original 
investment in the corporation from $7 million to $1). Immediately following 
this tabulation, his comments were as follows: 

“Under the principle outlined in preceding paragraphs, assuming it to be 
incorporated in the proposed new Federal charter, new contributed capital 
through cash advances under appropriation or transfers of asset values as con- 
templated in connection with contemplated transfers to the corporation of business 
activities now operated by the Canal, would be offset to the extent of $27,354,902 
before there would be any balance of Government contributed capital subject to 
the interest reimbursement discussed in immediately succeeding paragraphs.” 
[Italics supplied. ] 

Substantial extracts from Mr. Morse’s statement were cited in the course of 
Senate hearings on 8. 2747, the counterpart bill in the Senate which was ulti- 
mately enacted. (See pp. 27 and 28 of Senate hearings of May 19 and 25, 1948, 
on §S. 2002 and S. 2747, 80th Congress, before a subcommittee on the Committee 
on Armed Forces. ) 

By letter dated August 15, 1948, to Mr. T. N. Rossbottom, vice president, 
Panama Railroad Company, Mr. Morse set forth the mechanics involved in the 
heading of capital and surplus accounts of the corporation in order to follow the 
provisions of section 246. Mr. Morse’s letter reads in pertinent part as follows: 

“In our discussion on Monday we covered generally the way the capital and 
surplus of the new Federal corporation should be handled on its books in order 
to follow the provisions of section 246 of Public Law 80s. I also later discussed 
in more detail with Mr. DeStefano the mechanics involved in handling these 
accounts, but it will probably be more satisfactory to have something in writing 
on the matter.” 

7 * - * * . . 


“ACCOUNTING IN BOOKS 


“While in published statements, as above, it seems to us that no important 
purpose is served by a separation between capital and surplus, it is desirable for 
your Own purposes to maintain accounts which will show the amount of interest- 
bearing capital (if any), the accumulated profits (which do not incur interest), 
and the amount of dividends or other repayments to the Government, as defined 
in section 246, Public Law 808, which are available as future offsets to what 
would otherwise become interest-bearing capital. In the general ledger, there- 
fore, these elements making up the total net worth should be carried in three 
separate accounts, as follows: 

“(a) Direct capital contributions. 

““(b) Accumulated profits. 

“(c) Repayments (applicable as offsets against future capital contributions). 

“The opening balances at July 1, 1948, in each of these accounts, the entries 
affecting them in the future, and the significance of their balances are explained 
below. For convenience in describing transfers between these accounts we 
have designated them as (A), (B), and (C). 


“(A) DIRECT CAPITAL CONTRIBUTIONS 


“This account will be opened at July 1, 1948, with a credit of $7 million, rep- 
resenting the capital originally invested in the New York company as evidenced 
by its capital stock. Also, at July 1, 1948, it will be charged with $6,999,999 
(transferred from account C), which will reduce the credit balance to $1, the 
nominal amount of the receipt filed with the Treasury and evidencing the Gov- 
ernment ownership of the corporation. 

“In the future, the account will be credited with any direct capital con- 
tributions through appropriations, or the value of assets transferred from other 
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agencies (as described in subsection (b) of section 346, Public Law 808). At 
the same time that the above credits are made, the account will be charged with 
equivalent amount transferred from account © so long as any debit balance 
remains in the latter account. The credit balance in account A, therefore, will 
always remain at $1 until the debit balance in account C has been used up 
through transfers, and the credit balance then arising in account A will repre- 
sent capital contributions on which interest must be paid. 
* * * 2 ok * * 


*“(C) REPAYMENTS 


“This account will be opened at July 1, 1948, with a debit balance representing 
the sum of (1) the total dividends paid into the Treasury by the New York com- 
pany since the Government acquired control in 1904 ($22,494,905), and (2) the 
fair value of the lands conveyed to the Republic of Panama on December 16, 
1943, for reasons of national policy ($11,759,956), both as included in the open- 
ing credit balance of account B as described in the explanation of that account. 
Also, at July 1, 1948, account C will be credited with the $6,999,999 transferred 
to account A to reduce the balance of the latter account to $1. (See explanation 
of account A.) 

“In the future the account will be charged with dividends paid into the Treas- 
ury, and with any extraordinary expenditures or losses (as defined in subsection 
(d) of section 246, Public Law 808), and will be credited with any amount 
transferred to account A to cover direct capital contributions through appropria- 
tions, or the value of assets transferred from other agencies (as described in 
subsection (b) of section 246, Public Law 808). 

“The debit balance in account C will always represent the excess of payments, 
or their equivalent, over contributed capital, which excess still remains available 
to be applied against new capital contributions.” 

The corporation established its accounts in accordance with these instructions. 

We do not see how the foregoing background and references can be construed 
other than as establishing that the use of appraised values for the 1948 ¢on- 
veyance was contemplated and fixed in the enactment of section 246 (d), and that 
the essential purpose of accounting for the conveyance in terms of appraised 
value was to establish the appraisal increment as a potential positive offset 
against future capital contributions whether through appropriations or transfer 
of assets from other Government agencies, such as the transfer from the Pan- 
ama Canal in 1951. 

As we understand it, the GAO’s present position is that, while the accounting 
treatment given the 1943 conveyance was not objectionable in 1948, it becomes 
objectionable in 1951. It would appear that, although it was valid to establish 
the appraisal increment as a potential offset against capital contributions so long 
as there was nothing to offset it against, now that there has been received a cap- 
ital contribution (in the form of the 1951 transfer from the Panama Canal) 
against which the appraisal increment could be applied as an offset, it would not 
be proper to do so. This position seems to be inconsistent with the testimony 
of the GAO before the Congress and with the correspondence from Mr. Morse. 

It is our belief that the Congress was made aware of the intention to use the 
appraised value in establishing the measure of the extraordinary loss with re- 
spect to the 1943 conveyance, and that its enactment of section 246, without 
criticism or objection to the single example cited as an explanation of an ex- 
traordinary loss, is tantamount to direct congressional approval of the accounting 
treatment accorded the conveyance. As the Reorganization Act of September 26, 
1950 (Public Law 841, 8ist Congress), in no way modified this measure of that 
extraordinary loss, we consider congressional action would be required to justify 
such a substantial change in the investment base as the GAO now recommends. 

We feel that a fair evaluation of the foregoing history clearly justifies our 
position that the treatment as originally developed by the GAO should continue 
unchanged as a settled feature of the accounts of the Company. 

Sincerely yours. 


W.E. Porter, President. 
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COMMENTS OF THE PANAMA CANAL COMPANY ON A REPORT OF THE COMPTROLLER 
GENERAL ALLEGING THAT THE COMPANY, IN ITs REPORT FOR FIscAL YEAR 1956 
UNDER SECTION 1311 OF THE SUPPLEMENTAL APPROPRIATION AcT, 1955, Hap 
UNDERSTATED THE COMPANY’S LIABILITIES 


On March 7, 1957, the Comptroller General of the United States reported to 
the chairman of the Congressional Committees on Appropriations that the Pan- 
ama Canal Company, in its report for fiscal year 1956, under section 1311 of the 
Supplemental Appropriation Act, 1955, had understated the Company’s liabilities 
to other Government agencies in the amount of $1,185,000. The Comptroller 
General states that this resulted from an understatement of $10,533,000 in the 
net direct investment on which interest is payable to the United States Treasury. 

The real issue presented is whether the Company has applied proper account- 
ing treatment to the extraordinary loss incurred as the result of the conveyance 
of certain revenue- producing lands and properties to the Republic of Panama 
pursuant to section 2 of the joint resolution approved May 3, 1943 (57 Stat. 74). 
Section 246 (d) in the act of June 29, 1948 (Public Law 808, 80th Cong.), which 
formed the basis of the Company’s present charter, provides that extraordinary 
losses incurred through directives based on national policy shall be considered as 
repayments to the Treasury analogous to dividends and similarly applicable as 
offsets against directly contributed capital. The General Accounting Office esti- 
mates that the assets cost $1,227,000. The actual value of the assets in 1943 
was appraised to be $11,759,556. 

Upon instruction of Mr. Harold Morse, former Assistant Director of Audits, 
General Accounting Office, and in compliance with section 246 (d), the corpora- 
tion in 1948 established in its books the extraordinary loss, measured in terms 
of appraised value, for use as a potential offset against any future capital con- 
tributions by the Government to the corporation. The GAO now questions 
whether section 246 (d) can be construed as contemplating the use of appraised 
values in measuring the extraordinary loss resulting from the conveyance or 
whether the section sanctions the use of appraisal increments as an offset against 
the direct capital contribution represented by the 1951 transfer of assets from 
the Panama Canal (agency). 

Our position is that a fair evaluation of the legislative history of section 
246 (d) not only shows that the section may be construed as contemplating the 
use of appraised values in measuring extraordinary losses when, under the cir- 
cumstances, such measurement is necessary in order to establish the true loss to 
the corporation but that, in accounting for the 1948 conveyance, it compels the 
use of appraised values. We consider the legislative history to be so clear on 
this point that for us to follow the current recommendations of the GAO would 
be inconsistent with the intent of Congress in the enactment of section 246 (d). 


Mr. Mattutarp. The thing that strikes me here, when you go back 
to a question of something that was done in 1942 and involves millions 
of dollars which will be figured in the toll structure, where a policy 
was established and then reversed, and this bill goes into a question 
which has so much of an implication in the mere hi ant marine, in my 
view we could serve your purposes by deleting the fiscal provisions and 
simply carrying out the things that are necessary to accomplish the 
purposes of the treaty, to implement the treaty, and then we could go 
into these other things at greater length; because there are other ques- 
tions as to the toll structure, the question of what the change in the 
situation was when our citizens in Panama began paying income taxes, 
the question of whether we should charge for Government services to 
people who now pay for those services, and so on. 

I would like to ask this question: Would it in any way detract from 
your relations between the canal government and the Panamanian 
Government if we were to take these fiscal questions out of the bill? 

Governor Porrer. It would not affect our relations with Panama 
because the transfer could be effected, but. we would have to have some 
guidance from the committee as to how we are to financially treat this 
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on our books. We also would need and must have the last sentence of 
the top paragraph on page 4 which authorizes appropriations to re- 
place these facilities. 

Mr. Maiuurarp. I can understand that, but suppose there were noth 
ing in this bill as to how you were to transfer the properties. Would 
it net. be your inclination to do exactly what you did in 19424 

Governor Porrer. Frankly, sir, knowing that this bill is an admin- 
istration-approved bill, we would have to go along with the only policy 
that had even been inferred so far, I believe. 

Mr. Maruurarp. If you do you are certainly prejudicing your 1942 
action. 

Governor Porrer. I am just a member of the executive department, 
sir. Mr. Steers, how would we do it if there was no guidance in the 
bill as passed ¢ 

Mr. Sreers. May I first make a correction? You spoke of the 1942 
action. In 1943 the physical transfer was made. The accounting in 
structions were not received until 1948, so the accounting action took 
place that year. I do not believe in this case we would ti ake any action 
without direction from the Congress. We would be hesitant to go 
ahead on appraised value even as the precedent had been set in 194s. 
We would look to Congress for direction. 

Mr. Maitutarp. I am perfectly sure that any corporation would 
take the best reasonable interpretation of the law that would be of 
benefit to it. Wouldn't that be a reasonable way to operate ? 

Governor Porrer. As a pseudo businessman, my feeling would be 
something like this, sir: Let us say you have a business and you have 
a certain tax problem, but there is a case in court on a similar tax prob 
lem and you do not know if it will win or lose. In your particular 
company you would ate set aside enough money to take care 
of the worst decision that might be rendered. 

Mr. Mariiuiarp. That seems reasonable, but you would do it in the 
way that would be of most benefit. 

Governor Porrer. You may be assured I shall read the report of 
this committee very thoroughly and carefully before I do anything. 

Mr. Atiten. Will you yield? 

Mr. Mariurarp. Yes. 

Mr. Auten. If the committee should decide that you should use the 
fair market value and that the Company should replace the facilities, 
you would not need any appropriations, would you ¢ 

Governor Porrrr. If the bill as passed were changed from what 
the proposed bill s Savs and we took credit on our books for the fair 
market value, which is $24.5 million, and to replace the facilities that 
we need only costs $14.2 million, we would be in good shape. 

Mr. Atuen. My question was, you would not need any appropri- 
ation ? 

Mr. Srrers. It is possible we may need an appropriation for a tem- 
porary period of time, because the credit for the $24 million would 
not necessarily provide the cash for replacement. 

Mr. Atten. You would not need an appropriation for money in an 
ordin: iry sense that would not be coming back to the Tre: isury. You 
would get an authorization and you would spend the Company’s 
money on an approved budget without an appropriation ? 

Mr. Sreers. Within available funds, yes. 
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Governor Porrer. I do not know if we could use that $10 million 
we have ap the Treasury. That is supposed to be used for an emer- 
gency, and whether the Treasury would regard this as an emergency, 
1 do not know. If we could use part or all of that $10 million, appro- 
priations would not be necessary. 

Mr. Auten. That is all. 

Mr. Maiturarp. Wouldn’t it be feasible in this bill to authorize the 
Company to borrow from the Treasury as necessary to make such 
replacements as are required ? 

Governor Porrer. We could get by, I believe, sir. We could get by. 

Mr. Maituiarp. No further questions. 

Mrs. Sutiivan. Governor Potter, do you believe that the Panama 
Canal Company can presently assume the burden of the increased an- 
nuity without an increase in tolls or cost to employee services ? 

Governor Porrer. I will have to project into the future for my 
answer, Madam Chairman. As the people in this room know, tr aftic 
is increasing. We will make a margin this year. A part of our cost 
is the interest on our investments. If that interest were reduced that 
amount of money could take care in future years of increased labor 
costs and the time when labor costs and operations exceeded the tolls 
would be pushed back farther in the future. 

I do not see within the next 2 or 3 or + years the necessity for 
increasing tolls under the present financial structure. 

Mrs. Sutiivan. Can the Company carry this increased annuity, the 
$1.5 million increase, without raising the tolls? 

Governor Porrer. First we would have to pay the $3 million. $1.5 
million would come out of this year’s revenues and I believe $1.5 
million would be charged against last year’s revenues. What it means 
is that in the future we would have to earn at least $1.5 million a 
year more in order to break even. I can see that unless traffic does 
continue to increase, that kind of margin is going to be hard to make. 

Mr. Mariutarp. Will the chairman yield on that point? 

Mrs. Sutiivan. Yes. 

Mr. Maiwniarp. Governor, if all these things happen at once, if 
you have to go back and pick up the difference on the 1942 transaction, 
if you have to pick up the diffe ‘rence between the credit received and 
the cost of replacement under this bill, and if you have to pick up the 
increased annuity retroactively, can you stand all these things without 
going in the red? 

Governor Porrrer. By law shipping must pay the cost of operation. 

Mr. Maiutarp. I will phrase the question this way: Can you stand 
all these things without going in the red and without increasing the 
tolls? 

Governor Porrer. It is very questionable, sir. 

Mrs. Suniivan. Last year the committee authorized a new bridge, 
the effect of which, | believe. would be to eliminate the present loss 
of $500,000 a year in the operation of the ferry? 

Governor Porrrer. Yes. 

Mrs. Sutitivan. Wouldn't that offset some of the increased expense ? 

Governor Porrer. We have to build the bridge first, and there 
would be the cost of carrying that during the construction, which is 
4 years; and the interest is $500,000 a year. So you about break even 
if we have to pay the interest on this new investment. 
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Mr. Maitutiarp. Is that contemplated? Is the cost of that bridge 
going to be charged to the canal apital ¢ ¢ 

Governor Porrer. Perhaps Mr. Steers could give you the answer. 

Mr. Sreers. In connection with the bridge the present law excludes 
the cost of building the bridge and its operating costs from the oper- 
ating costs of the Panama Canal. 

Mrs. rennet So you are not charged with interest on that? 

Mr. Sreers. No, not under present legislation. 

Mrs. SULLIVAN. What percentage of the present canal traffic is 
under the American flag? 

Governor Porrer. About one-third. 

Mrs. Sutnivan. And of that American-flag segment, what per- 
centage is intercoastal, subsidized, and oil traffic? 

Governor Porrer. Could I furnish that for the record ? 

Mrs. Sutiivan. I wish you would. 

Governor Porrer. Out of about 45 million tons total going through 
the canal, 3 to 314 million are United States intercoastal, but the oil 
traffic sometimes comes from other places than our intercoastal traffic. 

Mrs. Sunuivan. I think it would be good to have that accurately 
in the record. 

(The information requested was furnished as follows :) 

American-flag vessels account for 31 percent of the canal traffic—of this seg 
ment approximately 44 percent is intercoastal and 56 percent subsidized. Oil 
traffic represents 18 percent of this segment. 

Mrs. Sutzitvan. We have our chairman with us at this time. I 
wonder if you would like to ask some questions, Mr. Bonner ? 

Mr. Bonner. No. 

Mrs. Suutitvan. Mr. Dorn. 

Mr. Dorn. Getting back Governor, to the earlier transfers of prop- 
erty, the ones that were legislated on, I believe, the year before last 
or last year, you indicated, I think, that this property was transferred 
at actual value on the books of the Company ? 

Governor Porrer. Which transfer are you talking about, Mr. 
Dorn ? 

Mr. Dorn. The first transfer. 

Governor Porrrer. The 1943 transfer ? 

Mr. Dorn. No. I am talking about the recent transfers of property 
that we legislated on last year or the year before. 

Mr. Srrers. Are you considering transfers between other Govern- 
ment agencies, for example, the hospitals and fire fighting? 

Mr. Dorn. Yes. I wondered on what basis they were transferred. 

Mr. Sreers. Transfers from one Government agency to another 
is on the basis usually of book value as approved by the Director of 
the Bureau of the Budget. 

Mr. Dorn. Getting back to transfers made on the basis of actual 
value, what transfers were they ? 

Governor Porrer. That was the 1943 transfer. 

Mr. Dorn. What did that consist of ? 

Governor Porter. That consisted of lands and improved property 
in the city of Colon. 

Mr. Dorn. Isn’t the city of Colon generally thought of as 
belonging to Panama itself ? 

Governor Porrer. Yes; it isa Panamanian terminal city. 
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Mr. Dorn. So that the land that the United States owned was 
land that had been given to the United States under the original 
treaty with Panama? 

Governor Porrer. I think most of that property we took over from 
the French, sir. 

Mr. Dorn. At what value? 

Governor Porrer. We bought everything the French had down 
there for $40 million. 

Mr. Dorn. And that encompassed many things on both sides of 
the canal and throughout the canal ? 

Governor Porrrr. Yes. This property we are talking about today 
is property that is outside of the boundaries of the zone. It is 
property we own in fee. 

Mr. Dorn. From the French ? 

Governor Porrer. And they probably from the old Panama 
Railroad Company. 

Mr. Dorn. And the old Panama Railroad Company acquired 
from Colombia ¢ 

Governor Porrer. Colombia, yes. 

Mr. Dorn. So that the property that we are discussing was 
purchased in part from the Frenc h originally for $40 million ¢ 

Governor Porter. Yes, sir. 

Mr. Dorn. Has there ever been a bookkeeping transaction to show 
what part of that $40 million this particular property encompassed / 

Governor Porrrer. To my knowledge I do not think so, sir. I have 
never heard that that $40 million was divided into any particular 
categories; and as you will very well remember with your Panama 
Canal bac kground, that $40 million was arrived at by negotiation. 

Mr. Dorn. When you say the book value of, let us say, the 
Washington Hotel, how is that book value arrived at ? 

Mr. Steers. I will explain that, if I may. 

Under depreciation accounting the cost of any capital item is 
recovered in a systematic manner over a period of years. The yearly 
recovery of cost is referred to as depreciation and the book value 
would represent the unrecovered cost of a capital item as of a certain 
date. It would be the original cost less the depreciation at a specific 
rate. 

Mr. Dorn. What is the original cost, let us say, of the Washington 
Hotel? Doesn’t that figure into this $40 million ? 

Governor Porrrr. No, sir. 

Mr. Dorn. Frankly, I don’t understand. 

Mr. Sreers. The Hotel Washington was built by the Panama Rail- 
road Company in 1913. The original cost including equipment pur- 
chased thereafter was approxim: ately $770,000. The book value on 
June 30, 1955 is approximately $216, 000. 

Governor Porrer. The book value. 

Mr. Dorn. Probably I did not grasp what you were saying, but is 
the land value encomp: assed in that ? 

Mr. Steers. No, sir. 

Mr. Dorn. So that the book value we are talking about as far as 
the Washington Hotel is concerned is merely the structure itself ? 

Mr. Steers. Yes, sir. The actual cost of the Colon lands is not 
determinable. It represents some unidentified part of the $40,000,000 








18 LAND TRANSFER UNDER PANAMA TREATY 


payment to the French Company and the cost of fill for this then 
swampland. In 1921 the management of the Panama Railroad Com- 
pany established a value of $4,000,000 for all Colon land. ‘The 
$1,552,000 is the residue applicable to remaining land which would 
be transferred under the legislation under consideration. 

Mr. Dorn. Getting back to the Washington Hotel, you said the 
book value was approximately $200,000. 

Mr. Steers. Yes. 

Mr. Dorn. And if this bill went through as it stands now, the 
transfer on your books would be in that sum ? 

Mr. Steers. In that area, yes, sir. 

Mr. Dorn. And that does not take into consideration land value? 

Mr. Sreers. No. sir, 

Mr. Dorn. Now, what is the actual value as far as your estimate 
shows of the structure called the Washington Hotel ? 

Mr. Sreers. The appraised value of the Washington Hotel is 
$1,450,000. 

Mr. Dorn. That is, of the structure ? 

Mr. Steers. Yes, exclusive of the land. 

Mr. Dorn. When was that structure built ? 

Mr. Steers. In 1913. 

Mr. Dorn. Isn’t it true that that structure as such has represented 

“ach year a loss in the operation of the Panama Canal? 

Mr. Steers. I do not believe so: no. sir. 

Governor Porrer. This year, sir, and last year, we made a margin 
on the Washington Hotel. 

Mr. Dorn. How about the year before last? You made a loss, did 
you not! 

Governor Porrrer. The year before last for half a year it was under 
lease to a Panamanian company who successfully lost a great deal of 
money. 

Mr. Dorn. And the year before that it was under operation by the 
same corporation, and they lost a great deal of money? 

Governor Porrer. I think the V had it for 6 months, sir. 

Mr. Dorn. And in the years between the w: _ years and the time that 
the Panama Canal Corporation operated it, it lost a great deal of 
money also? 

Mr. Srerrs. I doubt that because business was extremely good dur- 
ing that period of time. 

Governor Porrrer. The Washington Hotel, as you well know, was 
u very successful operation up until the time the E] Panama was con- 
structed. It was the best hotel in the area 

Mr. Garmarz. Will the gentleman yield? You say they made 
money the last year and the year be fore at the Washington Hotel? 

Governor Porrer. In the neighborhood of $2,000 or $3,000. That 
is after all charges. 

Mr. Garmatz. The fact that Peron was staying there at the time did 
not have anything to do with the hotel m: aking mone y? 

Governor Porrer. He was charged the normal rate, as I get it. 

Mr. Dorn. With regard to this appraised value of the Washington 
Hotel, who made the appraisal and on what basis was the appraisal 
made? In my estimation of the situation a building that is almost 40 
vears old, that has not shown anything more than a slight margin of 
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Ne does not appear to me to be worth something in the neighbor- 
hood of $1,000,000. 

Governor Porrer. It is a beautiful structure, as you well know. It 
is masonry structure. It is exceptionally well built and designed, and 
it has been remarkably well maintained over the years. 

Mr. Dorn. Then this $1,000,000 is based on the replacement value ? 

Mr. Sreers. That is its fair value on the date the estimate was 
developed. . 

Mr. Dorn. Is that fair value based on replacement value, a fune- 
tional value as a hotel, a functional value as a building, or just what ? 

Mr. Sreers. I cannot answer that question. I do not believe it is 
simply replacement value, however. 

Mr. Mamurarp. There ought to be, should there not, a competent 
real estate appraisal 

Mr. Srerrs. I believe that it was based on an appraisal made, but 
1 am not certain of it. I was not involved in it at the time. I can 
develop the information from the files if necessary for the record. 

Mr. Wuirman. All of these commercial properties in Colon and 
outside the Canal Zone were appraised by either a commercial ap- 
praiser hired by the Panama Railroad Company several years ago, or 
hy a committee appointed by the Governor of the Canal Zone, again 
several years ago, around 1947 or 1948. 

Mr. Dorn. Who were the members of the committee ? 

Mr. Wrirman. I cannot tell you that. 

Mr. Dorn. Are they appointed from local people or from the 
outside ¢ 

Mr. Wuirman. The commercial appraiser was from the United 
States, as [ recall, and the committee was a local committee. I have 
not refreshed my recollection recently. 

Mr. Dorn. Would your recollection show that the local committee 
was composed of American citizens? 

Mr. Wuirman. They were American citizens. 

Mr. Dorn. With regard to this housing that you were talking 
about, Governor, that needs to be replaced. Is it all oce upied now ? 

Governor Porrrer. No, sir. 

Mr. Dorn. What part of it is occupied ? 

Governor Porrrer. About two-thirds, sir. 

Mr. Dorn. Are not most of the occupants living in that housing by 
preference ? 

Governor Porrer. No, sir. I almost daily receive requests from 
people living in that area to somehow or another get them into zone 
housing. 

Mr. Dorn. How many additional zone homes do you estimate have 
to be built to replace that housing that we have had? 

Governor Por TER. About 160, sir. 

Mr. Dorn. Where would they be in general ? 

Governor Porrer. In Marguerita, sir. 

Mr. Dorn. What type of houses do you propose to build ? 

Governor Porrer. Ranch type, 2 and 3 bedrooms, depending upon 
the inventory of the size of the families, and also 1 or 2 bachelor 
buildings. 

Mr. Dorn. What do you estimate will be the cost of that housing? 
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Governor Porrer. The total cost will be about $5,250,000, of which 
$3,600,000 will come from the Panama Canal Company and $1,650,000 
from the Canal Zone Government. 

Mr. Dorn. And some money would come from the Canal Zone 
Government ? 

Governor Porrer. And the Panama Canal Company. 

Mr. Dorn. How do you distinguish ? 

Governor Porrer. The Government pays for site preparation, all 
work having to do with the land itself and the utilities, the streets, 
those things s that the Canal Zone Government operates and maintains. 
The actual building itself inside the 5-foot line will be built by the 
Company. All housing is owned by the Company. 

Mr. Dorn. Getting back to the Washington Hotel for the moment, 
when you talk of the actual value and the book value, and from the 
figures that you have given me, there is nothing there as far as land 
value is concerned, is there ? 

Governor Porrer. That is right, sir. 

Mr. Dorn. And when you talk about these other transactions that 
have taken place back in 1943 in which the Company put on the books 
the actual value as against the book value, there was nothing there 
that encompassed the land value ? 

Governor Porrer. Oh, ves. That was a total transfer—land and 
improvements. 

Mr. Dorn. But when you, in your discussion with Mr. Mailliard, 
said that there was this book value and the actual value, the actual 
value that you estimated was the buildings rather than the land? 

Governor Porter. It is the buildings that caused the increase in the 
original figure and the $11,000,000. 

Mr. Sreers. The $11,000,000 includes the fair value of the improve- 
ments as well as the land that was conveyed in 1943. 

Mr. Dorn. In your discussion with Mr. Mailliard on the book value 
as against actual value, were you talking about land at all, or were 
you including the value of the buildings ? 

Governor Porrer. Everything, land and i improvements. 

Mr. Dorn. I take it that if this bill passes in its present form, the 
transfer on the books of the corporation would be on the basis of book 
value which does not encompass land value ? 

Governor Porrerr. It does include certain lands that we actually 
have bought in fee, sir. 

Mr. Dorn. Can you distinguish which is which? Of course, you 
did actually buy in fee the 1: ind with regard to the Washington Hotel. 

Governor Porrrr. Yes. 

Mr. Dorn. But it is not included ? 

Governor Porrer. It is not in the figures that you were discussing 
with Mr. Steers. 

Mr. Dorn. Or the figures that Mr. Mailliard was discussing with 
you? 

Governor Porrer. But in the total figures we were discussing of 
$4,300,000 and $24,300,000, the land was included in both of those 
figures. In the $4,300,000, the value is the value that we paid for the 
land away back when. 

Mr. Dorn. Unfortunately, there are too many figures in the air for 
me to grasp at the moment. 
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Let us get back to the Washington Hotel situation that I am trying 
to use more or less as an illustration to orient myself with the problem. 
The only two figures you gave me were the book value and the actual 
value. 

Governor Porrer. Of the improvements. 

Mr. Dorn. But nowhere have you given me land values. 

Governor Porrer. For that piece. 

Mr. Dorn. For that piece? 

Governor Porrer. Yes. 

Mr. Dorn. And what I have been trying to drive at is whether land 

value of the Washington Hotel is encompassed in the book value on 
your books, or the actual value as suggested, and as I get the picture 
the land value was not encompassed in either because this was pur- 
chased originally from the French. What I am trying to find out is 
where land value is included and where it is not and why it is not in 
one place and why it is in the other place. 

Governor Porrer. The inventories generally were made up like this, 
sir: We could appraise all the improvements, the buildings, those 
things that were put on, or into the land. They were appraised sepa- 
rately. Then the value of the land as far as we knew it from past 
purchase actions was included as a separate item, unsubdivided. The 
land was bought as an acreage. It has been developed by having houses 
sit on the lots. We appraised the houses as an improvement and then 
included the land as an area 

Mr. Dorn. So that the land with regard to the Washington Hotel 
is included as an area in an item in this overall picture ? 

Governor Porrrr. That is right. 

Mr. Maruiarp. Will the gentleman vield? I think that I might be 
able to clear it up by referring to page 58 of the hearings on the treaty 
where the land has both a book value and a market value. Presum- 
ably they were purchased and that is why they have a book value. 
The Panama City and the Taboga lands have no book value but do 
have a market value. Presumably they were not purchased and are 
not carried in any figure on the books. Is that correct ? 

Governor Porrer. These properties were purchased. I don’t know 
why there is no book value stated on page 58. 

Mr. Marturarp. That is the way that it shows in this table here that 
lists all of the items. 

Governor Porrer. You see, when we took over the Canal Zone there 
were two kinds of property involved; one was that property owned 
by the Government of Panama, which was granted to us, and within 
that there were certain fee ownerships that we bought out, actually 
bought out, and transferred the families out of the zone. so therefore 
some have a book value and some do not. 

Mr. Dorn. What exactly do you intend to replace outside of the 
homes and the high school ? 

Governor Porrer. The civic center at Marguerita. All of these 
things will be at Marguerita, sir. 

Mr. Dorn. I think perhaps you misunderstood my question. I asked 
you what you were going to do about replacing. 

Governor Porrrer. The schools, which have a cost of over $5 million; 
the post office; and outpatient clinics; a funeral chapel; a luncheon- 
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ette; a parking lot; the Pacific Railroad terminal: the Atlantic Rail- 
road terminal; and the Pacific Railroad freight terminal. 

Mr. Dorn. Starting with the railroad terminals, do they have to be 
replaced as such ? 

Governor Porrer. Yes. 

Mr. Dorn. Then you mean to say that vou are going to build similar 
large terminal buildings to replace the large terminal buildings, in 
Panama and the rather small terminal building in Colon? 

Governor Porrer. They will be very much more modest structures. 
On the Pacific end, for instance, we are going to use the old Trivoli 
commissary as the freight terminal, and then on that neck of the land, 
Slater Street or Schaefer Street, we are going to build a ticket booth 
and a long shed under which people can be protected while they are 
waiting for the train. 

Mr. Dorn. So the cost on the Panama side will be comparatively 
nominal. What do you estimate the cost will be ? 

Governor Porrer. The Pacific Railroad terminal, the passenger 
terminal, will cost something in the neighborhood of $40,000. With 
regard to the Atlantic, about $40,000. 

Mr. Dorn. Where are you putting the terminal on the Atlantic side ? 

Governor Porrrr. Just within the zone, sir; in both cases, just 
within the zone. 

Mr. Dorn. You mentioned replacement of the post office. Where 
are you going to put the new post office ? 

Governor Porrer. Marguerita, sir. 

Mr. Dorn. Will it be a completely new building ? 

Governor Porrer. Yes; $50,000. 

Mr. Dorn. With regard to the replacement of the cafeteria, are 
not the existing facilities in Marguerita sufficient / 

Governor Porrrr. No, sir. We would build a new civic center at 
Marguerita that would have the new commissary, the new service 
center in it and the new theater in it. As vou remember, the eta 
one is a wooden structure which was built there during third lock d: Lvs. 
We would put in an entirely new complex to serve the expanded town 
of Marguerita. 

Mr. Dorn. Getting back to these bookkeeping transactions, Mr. 
Mailliard mentioned the Canal Company was a commercial group 
and no one had voiced anything differently. It is my thought that it 
is not necessarily or actually a commercial group: that it encompasses 
the Government and the taxpavers of the United States. 

Suppose that Mr. Mailliard’s theory of how this money should be 
distributed in book value was passed by the Congress, woul q that have 
any eventual effect upon the taxpayers of the United States ? 

Governor Porrrr. Yes. 

Mr. Dorn. In what way / 

Governor Porrrr. Let us assume that Mr. Mailliard’s theory is put 
into effect. The capital structure of the Canal Company is reduced 
by approximately $10 million upon which interest of $250,000 woul 
not have to be paid. Were the theory of the bill put into effect, the 

vapital of the Company would still include that $10 million, al our 
interest payments to the Federal Treasury which are made annually 
would be upped by that $250,000. 

Mr, Marituiarp. Will the gentleman yield ? 
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Mr. Dorn. Let me try to finish first. 

Mr. Marrutarp. You were referring to my theory which I did not 
present. The point that I was trying to make, as I see it, was that 
there are two reasonable alternatives. I did not say which one I 
favor. 

Mr. Dorn. You did not say, but it was obvious. 

Mr. Maiuiarv. The gentleman is entitled to draw his conclusions, 
but I think that I am a better judge of my own meaning than you. 

Mr. Dorn. Do you mean to say that you have not made up your 
mind on the matter ¢ 

Mr. Maitutarp. I do not feel called upon to answer the question. 
This is your time and I yield it back. I will not pursue this any 
further. 

Mr. Dorn. So that the loss, as far as the taxpayers of the United 
States are concerned, is in income from the Canal Zone itself? 

Governor Porrrr. Yes. 

Mr. Dorn. There would not be any loss as far as the taxpayers are 
concerned in actual money that the taxpayers have to spend down 
in the Canal Zone ? 

Governor Porrrer. Absolutely not. 

Mr. Dorn. How much has the income from the zone to the United 
States been throughout the years? Do you have any figures on 
that ? 

Governor Porrer. Since the corporation was set up in 1951 the 
Canal Company has paid to the United States Treasury $108,000,000. 

Mr. Dorn. That isthe total? 

Governor Porrrr. Yes. 

Mr. Dorn. And that is including interest ? 

Governor Porrer. Mr. Steers can give the figure while I get into 
my briefcase. 

Mr. Sreers. That includes interest of $40,000,000, the net cost 
of the Canal Zone Government. of approximately $51,000,000, the 
reimbursement on the annuity to Panama of $2,000,000 and capital 
repayments of $15,000,000. 

Mr. Dorn. Has not the United States gotten back in interest 
the approximate cost of what the United States originally put out? 

Governor Porrer. Since the canal was built, sir? 

Mr. Dorn. Yes. 

Governor Porrrr. No, sir. 

Mr. Dorn. What is the difference ¢ 

Governor Porrer. This is getting a little complicated, Mr. Dorn. 
Mr. Steers is very competent to clarify it if it can be clarified. 

Mr. Dorn. You see what I am trying to get at. My estimate is 
that the United States taxpayer is not interested in continued receipts 
of large interest items if the United States has already gotten back 
its investment in interest. I want to clarify my own mind, and fer 
the record, the exact situation. 

Mr. Sreers. The following figures are tentative. I must qualify 
that because they are subject to change based upon action taken by 
the Director of the Bureau of the Budget in approving our valua- 
tion report which is presently before him. However, I believe they 
are approximately correct. 
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From inception to June 30, 1956, the United States Government 
has appropriated in some form or another, exclusive of the defense 
oper ations, $1,061,000,000. 

There have been additional transfers to or from other Government 
agencies to the Panama Canal Company of approximately $600,000, 

Interest was not paid prior to 1951. From 1914 to June 30, 1951 
imputed interest totaled $458,800,000, at 3 percent. 

From July 1, 1951, we had paid $39,800,000 in interest, or a total 
interest of $498,600,0000, bringing the total investment of the United 
States Government, including interest, to $1,560,200,000. 

During this period we have paid into the Treasury a total of 
$912,700,000, leaving an unrecovered investment of $647,500,000. 

Now, the breakdown of that investment is as follows: The equity 
in the Canal Zone Government is $31,500,000. The equity in the 
Panama Canal Company is $421,100,000. 

There is an emergency fund of $10, 000,000. 

There are certain defense facilities having a value of $50,700,000, 
and there are some suspended construction projects, basically the 
old third lock, of $42,800,000, these total $556,100,000, and there is 
some unrecovered expense, an unrecovered portion of imputed in- 
terest of $91,400,000, making a total of $647,500,000, 

Mr. Dorn. So that the canal has paid all of its interest right up to 
date ? 

Mr. Sreers. With the exception of some imputed interest to 1951, 
and th: at again depends upon the rate of interest used during thi at 
period to compute it. We have used 3 percent. We have written 
to the Treasury asking for the actual rates of interest during that 
period of time. 

Mr. Dorn. And it has written off how much of the original debt 
outside of interest ? 

Governor Porrer. All but $200,000,000, sir. 

Mr. Dorn. And it continues to pay interest on the $200,000,000 ? 

Mr. Sreers. We are paying interest today on an investment of ap- 
proximately—— 

Governor Porrer. $431,000,000. 

Mr. Dorn. Why the difference ? 

Governor Porrrr. There are two different types of figures. There 
is the Government’s equity as of today, which is $431,000,000. 
Each year we pay interest on that, and it amounts to about $10,000,000. 

Mr. Sreers. May I correct a figure? We are paying interest on 
$342,000,000 today that is the Government’s interest-bearing invest- 
ment in the Panama Canal Company. 

Mr. Dorn. Why the difference between the $342,000,000 and the 
$200,000,000 figure that you gave me before ? 

Mr. Srerers. I am not in a position to explain that $200,000,000 be- 
eause I did not understand the question when you asked it. 

Governor Porrrer. The unrecovered investment, as Mr. Steers gave 
it to you, which included $458,800,000 of imputed interest up to 1951, 
is $647,500,000. If you eliminate that $458,800,000 of imputed interest, 
then we have something under $200,000,000 not yet repaid. Of course, 
any investment should pay interest, so the imputation of this interest 
isa sound financial matter, I believe. 

Mrs. Sunxiivan. Governor Potter, what is your estimate of the time 
required to provide substitute facilities in the zone? 
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Governor Porrer. If the appropriations were made available as fast 
as we could build, we could replace those houses in something around 
2 to 21% years. 

Mrs. Sutiivan. Do you think then that this bill should authorize 
the transfer of property as and when it is no longer required by the 
United States ? 

Governor Porrrr. The treaty says that, Madam Chairman. 

Mrs. Suttivan. Would it have to be also in the authorization bill ? 

Governor Porrer. It would not have to be. It would perhaps 
strengthen our position were it in. 

Mrs. Sutuivan. That is all. 

Mr. Sueenan. Mr. Potter, as I view this, there is no question about 
the transfer of title property. That has already been taken care of 
by the treaty ; is that correct ? 

Governor Porrer. No. It takes this legislation to do it, Mr. 
Sheehan. 

Mr. SHeenan. In other words, the title then stil] remains with the 
Panama Canal Company ? 

Governor Porrrer. Yes. The treaty provides for this legislation, 
£1r. 

Mr. Suernan. But is not the treaty already in effect? 

Governor Porrrer. Yes. The treaty held in abeyance this transfer 
until this committee passed the legislation. 

Mr. Sueenan. That straightens me out on that. 

As I understand this, we will transfer this property to the Repub- 
lic of Panama and after the title is once conveyed then the only prob- 
lem remaining is an accounting problem to find out how you boys take 
it off your books; is that right ? 

Governor Porrer. You are right, sir. 

Mr. Surenan. So the only question we are having to deal with 
right now, or that I want to deal with, is the effects of ‘the accounting 
tr ansaction. or bookkeeping transaction. 

Governor Porrrr. Yes. 

Mr. Surenan. As I understand it, there are two different figures 
that we are considering here, or are concerned with. The total book 
value of the property on your books at the present time is $4,300,000 ? 

Governor Porrer. That is right, sir. 

Mr. Surenan. And the total market value, or appraised value, is 
$24,300,000 ? 

Governor Porrrr. Yes. 

Mr. SHEEHAN. So therefore you and we have to determine how to 
get this off the books and what price to charge it off of your books 
at ¢ 

Governor Porrer. I would very much appreciate it, sir. 

Mr. Sueenan. There is another thing that enters into this: Depend- 
ing on whether we take it off of your books at the book value or market 
value, it is going to affect two things, the interest you pay yearly. 

Governor Porrer. Yes. 

Mr. Sueenan. And then eventually it will affect the tolls on the 
Panama Canal. 

Governor Porrer. Eventually it will have a bearing on them be- 
cause it is a cost. 

Mr. SHEEHAN. It is a cost to do business for the Panama Canal. 

Governor Porrer. Yes. 
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Mr. SuHeenan. We are in agreement right there. Therefore, the 
fiscal adjustments to the Panama Canal Company have to take into 
consideration what the tolls are going to be in the canal because it is 
going to be a cost of it. 

Governor Porrsr. Yes. 

Mr. Sneenan. Now, before I go any further, can you give me an 
estimate of the tolls in the Panama Canal, what percentage of the 
tolls are paid by the United States Government on war shipping and 
things like that, and what percentage of the tolls are paid by United 
States citizens, or companies controlled by United States citizens? 

Governor Porter. Well, the first item, sir, on tolls has to do with 
warships of the United States 

Mr. SuHeenan. The Defense Department. 

Governor Porrer. Which we gain, not as money but as a credit on 
the basis of 50 cents a ton, amounting to about $1,500,000 a year 

Mr. SHrenan. What is that as a percentage of the total? 

Governor Porrer. The total tolls are in the neighborhood of 
$39.000.000. 

Mr. SuHeenan. That is about 2 percent. 

Governor Porrer. A very small amount. 

Mr. Sueenan. And how about the total tolls paid by citizens of 
the United States owning ships? 

Governor Porrer. It is about a third of the balance because about 
a third of the tonnage is United States flag tonnage. 

Mr. SuHeenan. In other words, about a third of the tonnage, plus 
the 2 percent paid by the Defense Department, means roughly that 
between 35 and 40 percent of all tolls paid are paid by either citizens 
of the United States or the Government of the United States; is that 
correct ? 

Governor Porrer. Yes. 

Mr. Sueenan. Therefore, regardless of what happens to this final 
figure, approximately 40 percent of the cost of the Panama Canal is 
borne by United States citizens, either as taxpayers or as private payers 
of tolls’ 

neves nor Porrer. As a cost of business. 

Mr. Sueenan. Right. The reason that I am asking those leading 
questions is to prove that eventually whatever we do in the bookkeep- 
ing transactions, about half, or 40 percent of the cost—up or down a 
little—is going to be paid by the United States taxpayers and citizens 
in the form of tolls. 

Governor Porrer. Yes. 

Mr. Surenan. Therefore, let us go back to the-—— 

Mr. Garmatz. Will the gentlems in yield? You spoke of American 
citizens. Do you have in mind American-fl: ag ships? 

Governor Porrrr. Yes. 

Mr. Garmatz. How about other ships that could be run by American 
citizens and could be under another flag ? 

Governor Porrer. We could develop those figures. 

Mr. Garmatz. For instance, the Panamanian flag. 

Governor Porrrer. It would be very difficult. 

Mr. Sureuan. That would make our case all the better, but our 
citizens are not going to pay 40 percent but 50 or 60 percent; absorb it, 
rather. 
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Mr. Maruiarp. Not trying to get an exact figure, but would it 
not be true at the present time that a pretty substantial amount of 
the traffic is oil tankers in which United States citizens do have some 
substantial interest ? 

Governor Porrrr. Oil is an important element of traffic through the 
canal, sir, and despite the flag under which it sails, I presume that a 
large amount of that is owned by American interests. 

Mr. Maruurarp. Pursuing Mr. Sheehan’s line of argument here, with 
regard to this 35 percent roughly that you can nail down, that would 
be very substantially increased if you were trying to get out how much 
of this is a charge to American interests? 

Governor Porrer. It would be almost impossible, sir, because while 
we keep track of the ships that go through under the Liberian flag, 
for example, we have no way of knowing whether that ship is owned 
by American interests or not. We know that a lot of them are. 

Mr. SHeenan. I am going to leave that point and come back to it 
because I want to get to the bookkeeping transactions. 

If it is on the books at $4,300,000, and if we take it off the books at 
that figure, it merely reduces the investment in the Panama Canal 
Company by that $4,300,000 2 

Governor Porren r. That is right, sir. 

Mr. SurewHan. However, the American citizens then would be sav- 
ing the interest only on $4,300,000 because it would be reduced by that 
much that the Panama Canal Company has to pay interest on. 

Governor Porrrer. Yes 

Mr. SueerHan. The effect that would have would be to keep the tolls 
up because if we reduced the bookkeeping transactions, not by $4,300,- 
000, but by $24,000,000, that would lower the total investment in the 
Panama Canal Company. 

Governor Porrer. Yes. 

Mr. SuHeenan. Which means that the Panama Canal Company 
would pay to the United States Government less interest. 

Governor Porrer. Yes. 

Mr. SHEEHAN. By the same token, it would reduce the tolls because 
that $20,000,000 reduces the amount of the cost of the operation for 
tolis. 

Governor Porrer. I must disagree with one phrase that you used, 
sir, which is “would reduce the tolls,” because the tolls can only be re- 
duced after very extensive hearings. 

Mr. SHEEHAN. Negotiations? 

Governor Porrer. Hearings. 

Mr. SHEEHAN. So therefore it would seem to me from the bookkeep- 
ing standpoint, assuming that we take no value for the appraised value, 
as far as the committee and you are concerned, it would be just as well 
to get rid of the thing at the book value of $4,300,000 and not the ap- 
praised value. 

Governor Porrrr. One way I pay more interest than I do the other. 

Mr. Surenan. That is right. 

Mr. Maixirarp. That is the point that I was trying to get to. You 
left out one factor, and that is the replacement of perhaps not equal, 
but at least some of the facilities which would be required which are 
being transferred to Panama. There is no way of building those 
at the book value. You will have to pay for them what it costs to 
build them. 
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Mr. Suzewan. What would happen there would be that the Panama 
Canal Company would bill that, and let us say it is $500,000,000, 
taking a round figure—and what is the exact total ? 

Governor Porter. $14,000,000. 

Mr. SuHrenan. Then they would have an additional investment on 
which they would have to pay an additional interest. 

Governor Porrrr. Yes. 

Mr. SHEEHAN. So at the end of X number of years, at the end of 
the depreciable period of time, we are even, as far as the Government 
is concerned and citizens and the t taxpayers. 

Governor Porrrer. Yes; that is right. 

Mr. Sueenan. Now, one conc luding point: You have been reading 
the papers, I assume, as much as I. I heard one of our own members 
make the statement that maybe we should give the canal back to the 
Republic of Panama. Suppose that the Republic of Panama does 
like Egypt and decides to take over this canal and its operation. We 
have gone to a lot of work for nothing here then, have we not? 

Governor Porrer. Do you want me to go ahead on the premise 
that you established, or do you want me to attack the premise? 

Mr. SHEEHAN. Does the gentleman feel that we ought to withdraw 
the question because it might make too many headlines down in 
Panama ? 

Governor Porrer. It would. 

Mr. Bonner. Since you have raised that question, during the recess 
this committee might set up a subcommittee to look for an alternate 
route from the Atlantic to the Pacific. 

Mr. SHEEHAN. I agree with the chairman. We have to face that. 

Mr. Bonner. Since the question has been raised, that may be 
possible. 

Governor Porrer. Mr. Bonner, you will be in receipt of a letter 
from me today outlining what the Panama Canal C ompany is doing 
about getting ready for a capacity problem that is quite visible, and 
the course of action that the board of directors has told me to pursue 
as a business firm in preparing for its future. That will be in your 
hands today, sir. 

Mr. Bonner. In addition to what I have said, I understand we have 
splendid relations with the Government of Panama. Personally, 
I do not anticipate any such difficulty that some have expressed in 
the press and otherwise. 

Governor Porrer. Neither do I, sir. 

Mr. Bonner. From my visit there, and from talking to the people 
of the Panamanian Government, we have splendid relationships down 
there. Of course, it is always well for one to look for good cover for 
his chickens. 

Governor Porrer. Off the record. 

(Discussion off the record.) 

Mr. Sneenan. I think that our chairman has brought up a point 
there that you, as head of a business organization, certainly must look 
into and be prepared on because—and I am not casting any reflection 
at the present Government of Panama because we do know they have 
been very friendly to us and there have not bee nmany problems—a 
Mr. Nasser might arrive in Panama who would take over the Govern- 





LAND TRANSFER UNDER PANAMA TREATY 29 


ment through either legal or other means and we will have an entirely 
different set of propositions to face. And you as a businessman head- 
ing a business organization, I assume, must be looking at the facts of 
life as they are and not as you would wish them to be. 

Governor Porrer. As a businesman, with a rather long Army back- 
ground, I have great faith in our Armed Forces to prev ent that last 
eventuality. May I say, sir, that the Panamanians are wonderful 
people. They do have this important world facility in their midst. 
It provides an important part of their economy because of the traffic 
that goes through; because of the tourists that come to see it. There- 
fore, they have a great interest in what happens to the canal. I do not 
foresee any Nasserlike action. I think it is utterly unfeasible. I 
do think they are interested in the revenue that accrues to Panama 
through the operation of the canal and that is what we must plan 
against. 

Mr. Surenan. May I reply to that? That you, as a general, might 
think it is utterly unfeasible, but I will point out to you until Suez was 
seized, our intelligence did not know anything about it at all, includ- 
ing the fact that ‘Russia had been negotiating with England 6 weeks 
before that time. You, as an Army man, might be 1 equired to go in 
there and bail us out after the thing has h: appened. Do you want to 
comment on that ? 

Governor Porter. There are members of the State Department here 
that can comment on that. 

Mr. Surenan. They can speak for themselves. As I see our intelli- 
gence, they are usually there after the horse has been stolen. I do not 
have too much confidence in them or their advice to you as to what may 
happen throughout the world. 

Mr. Bonner. I think that the record should show in this discussion 
that the Congress has been very generous to the Panamanian Govern- 
ernment. In the treaties that have been agreed to, ev ery effort has 
been made to implement them. The holding of these hearings demon- 
strates the interest and the responsibility of this committee to see that 
this good relationship is kept up. 

We will go along as best we can with what the administration de- 
¢ ides todo. Last year I think we received a little criticism for passing 
legislation implementing a treaty with respect to the British. I know 
that on both sides of the table here the interest is great to maintain a 
splendid relationship with the Panamanian Government and to assist 
you in every possible way ope aa difficult job down there. 

Governor Porrer. I must say, Mr. Bonner, that this is my first ap- 
pearance before this scdugitan and I am so greatly pleased to see the 
interest evidenced in what is going on down there by the type of ques- 
tions that have been asked. It will serve to make me do all I can to 
see that all sides are satisfied. 

Mr. Dorn. Along the lines you have been discussing, the committee 
does, I think, at times find it very difficult to implement the pris 
that the State Department has agreed to. The committee cannot si 
that it would continue to implement the decisions of the State Dep: a. 
ment in the expenditure of larger sums of money than have already 
been agreed upon. I do not think that the committee would be in- 
terested because of public opinion in the United States toward giving 
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away the funds of the United States to any greater extent than has 
already been done. 

Mr. Bonner. I thoroughly agree with you on that. 

Mr. Dorn. We found it very difficult to implement State Depart- 
ment recommendations. 

Mr. Bonner. I imagine that the State Department has a lot of prob- 
lems, whether it is run by my party or by your party. I have great 
respect for the men who are kept on our foreign affairs. I might differ 
with them strenuously, but I am a part of this, and I want to cooperate 
with them as far as possible in the thinking of the majority of this 
committee. 

Mr. Mariiiarp. In my questioning I was not trying to look back and 
criticize anybody. I was looking to the future. I think that we are 
asserting our interest, as members of this committee, and I would hope 
in the future if there are negotiations involving the operation of the 
Panama Canal, that there will be not only consultations with the Com- 
mittee on Foreign Relations of the Senate, which has to confirm trea 
ties, but the committees of both the House and the Senate that are bebe - 
ested in the merchant marine, and therefore the Panama Canal people 
would be consulted before these commitments are made. 

Mr. Bonner. I do think the State Department should come and tell 
us before they make a firm commitment that we are more or less obli- 
gated to carry out. 

I think this has been a splendid hearing. I congratulate the chair- 
man on this hearing. 

This 1948 transaction has interested me very much. How, since the 
Congress directed the Panama Canal Company to conduct its financial 
affairs in a certain way, can the General Accounting Office turn around 
and tell you to do something else. I thought that the action of the 
Congress was the law of the land and that you were to be governed 
by the action of Congress. 

Governor Porrer. I do not want the chairman to have any doubt 
about that. 

Mr. Bonner. I want to hear the General Accounting Office on just 
how they can nullify our Actions. I know that other great tribunal 
over there can possibly do it, but I did not know that the General Ac 
counting Office had gotten to be that big. 

Mr. Garmarz. In your statement you say that you are going to do 
away with the hotel, the school, and so forth, and you say that you are 
going to build a post office. 

Can you give me roughly the amount of money it will cost to replace 
the items you have in your statement here? T am talking about the 
hotel and the hospital and the commissary and what you are going to 
replace and what would be the cost. In other words, you are not giv- 
ing away a post office. You want to replace one; is that correct? _ 

Governor Porrer. Yes. We are not going to re place the hotel. 

Mr. Dorn. Did you say that the post office is not a part of this? 

Governor Porrrr. The post office is a part of the thing that is being 
turned over. 

Mr. Garmatz. That will be replaced ? 

Governor Porrer. Yes. 

Mr. Garmatz. Can you give me roughly what it is going to cost 1 
to replace the things that we are giving away in the treaty? 
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Governor Porrrr. Yes. I will give you the total figures and I will 
-_ break them down between the Canal Zone Government and the 

Canal Zone Company. The housing, $5,250,000. 

Mr. Garmartz. Do you have a total on that? 

Governor Porrer. That is it. 

The civic center at Marguerita, which is the commissary—a sort of 
drugstore affair—b$3,250, 000. 

The schools, $5.200,000. 

The post office, $50,000. 

The outpatient clinic, $90,000. 

The funeral chapel, $50,000. 

The luncheonette, $50,000. 

The parking lot, $50,000. 

The three railroad terminals, passenger and freight, $250,000. 

That makes a total of $14,200,000. 

Mr. Garmarz. Are all of those being given away, or are a part 
of them new enterprises? You said something about a funeral home 
there. Youare not giving away a funeral home 4 

Governor Porrrer. The funeral chapel exists in Cristobal, and we 
must have one to take care of services in the Canal Zone and we put it 
at Mount Hope at the cemetery. 

The post office presently exists in Cristobal, where it can service the 
people in the area we are giving away, so we would have to put it in 
the area where they are going to move. 

Mr. Garmatz. What I am trying to separate is what you are giv- 
ing away and what you have to re place. 1 do not want you to inc lude 
in that anything new that is being added. That is what I am trying 
to get at. 

Governor Porrrr. All those things except the post office. 

Mr. Garmatz. What I am trying to find out is, what is it going to 
cost us to replace the things that we are actually giving away? Iam 
not including anything new that you are adding because you are 
putting up a civic center, or something of that sort. 

Governor Porrer. The civic center is being given away, or is being 
rendered unusable because it will no longer be near the population. It 
must be put in at another place because of this transfer. 

Mr. Dorn. Will the gentleman yield on the civic center? Where 
is the present civic center ? 

Governor Porrer. It is the big Cristobal commissary. 

Mr. Dorn. Where the motion picture is, and the restaurant? 

Governor Porrrer. Yes. It will be so separated from the population 
that it will be unusable. 

Mr. Mainuiarp. Unless I misunderstand this, there is nothing in 
that $14 million which would have been required to have been built 
had this property not been transferred by the treaty. 

Governor Porrer. That is right. 

Mr. a \rz. That is all that I want to know. 

Mr. Auuen. There are a couple of things that I want to clear up. 

In the eva of the bill, page 3, line 10, there is reference made 
to the net book value as established by the Panama Canal Company 
and approved by the Director of the Bureau of the Budget. Is that a 
phrase that is commonly used? Is that common proc edure ? 

Governor Porter. Yes, 
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Mr. Auten. Is it possible that the General Accounting Office and 
the Bureau of the Budget might disagree on what would be the net 
book value ? 

Governor Porrer. I presume so; yes. 

Mr. Auven. In other words, under the law as written, and en in 
mind that the Bureau of the Budget is an arm of the President, ‘the 
General Accounting Office as the arm of the Congress, the interpreta- 
tion of our law would be transferred to the President rather than to 
the arm of the Congress ? 

Governor Porrer. The law that set up the Panama Canal Company, 
sir, and required the valuation of assets, contains a similar phrase—as 
approved by the Bureau of the Budget. That is in the law as passed 
by this committee. 

Mr. Bonner. Do you mean change the language there, Mr. Allen, 
and put an amendment in there reading, “as agreed to” ¢ 

Mr. Auuen. If there is likely to be a disagreement, I would like to 
know what the General Accounting Office has to say about it and what 
the Bureau of the Budget has to say about it. 

Can you tell me, Governor, what the implications are in terms of 
toll rates in these various transactions? I think tolls are now 90 cents 
a ton. 

Governor Porrer. Yes. 

Mr. Auten. Assuming the income stays at the same level and the 
shipping stays the same, - could you interpret the implications of these 

various financial transactions in toll rates? 

Governor Porrer. It would be quite difficult, sir, because there might 
be 2 or 3 alternates. Let us say that the net book value is used, and 
that is the $4,300,000, and then we have to spend $14 million to replace. 
That would cost approximately $10 million additional to our interest 
base, which is about $250,000 a year. 

Mr. Auten. Have you left out depreciation ? 

Governor Porrer. I have left out depreciation. Let us draw up 
some figures on the implications and put it into the record. 

Mr. AutEN. It could amount to 3 or 4 cents, I suppose. 

Governor Porrer. It could; yes. 

Mr. Auten. Which would be roughly 3 or 4 percent. 

Mr. Marurarp. Could this include a comparison of the two alter- 
nate methods that I suggested that seemed to me to be reasonable on 
this transfer of property that you could be consistent in doing it in 

1 of 2 ways, you could take credit for the book v: cy and let the 
r reasury pick up the check on the replacement cost, or you could take 
credit at real value and let the company pick up the aah cement cost / 

Governor Porrer. We will put both of those in the record. 

Mr. Mariu1arp. I would like to see what the comparison is from the 
total point of view and from the taxpayers’ point of view. 

(The information follows :) 

Transfer of the property to Panama at market value would reduce the interest 
bearing investment in the Company by $19.5 million, representing a reduction of 
$482,500 in annual interest payments. This would be offset in part by a 
replacement cost of $6.5 million, if financed by new appropriations charged to the 
Company, resulting in a net reduction of $12.8 million in the interest-bearing in- 
vestment, and a net reduction of approximately $520,000 in annual interest pay 
ments to the Treasury. 

Transfer of the property at book value with replacement of facilities financed 
by the United States Treasury without charge to the Company would reduce the 
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interest-bearing investment in the Company by $3.5 million and reduce annual 


interest payments about $87,500. 

Transfer of Canal Zone Government property at either book value or market 
value will decrease the Treasury’s long-run cash income by $1.6 million, repre- 
senting the book value of those facilities which, if not written off, would have 
been recovered through annual depreciation charges of about $60,000. 

An appropriation for replacement of Canal Zone Government facilities will 
reduce Treasury cash by $7.7 million, which will be recovered through annual 
depreciation charges of approximately $100,000. As a result of these 2 ad- 
justments there would be a net increase of $40,000 in depreciation on Canal 
Zone Government property, which would be a part of the cost of Canal Zone 
Government reimbursed to the Treasury from revenues of the Canal Zone Govy- 
ernment or by the Company. 

Mr. Bonner. Did I understand you to agree with Mr. Sheehan that 
it did not make any difference which way you went, you would come 
out at the same end ¢ 

Governor Porrer. No, sir. 

Mr. Maruurarp. I think that Mr. Sheehan said that the taxpayer 
would come out at the same end because the company would pay it 
back, but he was not giving any consideration to the tollpayer. 

Mr. Bonner. I just wanted to get that right in my mind. You do 
not agree with him as to the service to the merchant marine; you 
merely agreed with him as to the ultimate end of the tax? 

Governor Porrer. Remember, I did not object, but I questioned 
that one phrase that he used. 

Mr. Bonner. You have a right to object here if you do not like what 
goes on. 

Mrs. Suttivan. When you do this figuring will you be sure to deduct 
that $500,000 for ferry fees when that br idge i is built ? 

Governor Porrer. Yes. 

Mr. ALLEN. Getting back to this schedule, one element of considera- 
tion I suppose is whether the administration has committed itself to 
any immediate starts on the new program of building. If we go 
along with the administration’s bill saying there should be an appro- 
priation out of the Treasury for the replacements, we then have to go 
another step and get the administration to agree to recommend such 
an appropriation. 

Governor Porrer. Well—— 

Mr. ALLEN. You are not assuming that an appropriation will follow 
as a matter of course ? 

Governor Porrrer. I would have to ask you for it, sir. 

Mr. Auten. Thus far has there been any commitment as to what 
the administration would do? 

Mr. Wuirman. You are not talking about the bridge? 

Mr. Auten. No; I am talking about the housing. 

Governor Porrer. We cannot ask for it until some legislation is 
passed. 

Mr. Auten. In the preliminary discussions, do you have an im- 
mediate program in mind? 

Governor Porrer. Sir, I am going to go way out on a limb and 
suggest that I do not think the Bureau of the Budget will object to 
entertaining a request for an appropriation for this particular thing. 

Mr. Auten. That is an appraisal of what you think their frame 
of mind is? 

Governor Porrer. Yes, after all, the Bureau of the Budget, I as- 
sume, had something to do with the drafting of this bill. 
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Mr. Auten. I would assume so. 

Mr. Bonner. Let me say that because my name is on it I did not 
have anything to do with it. 

Mr. Auten. Turning to another phase of this subject, before the 
treaty of 1955 was signed there was a treaty which gave to the Canal 
Zone and the Canal Company all of the rights needed to operate the 
canal, was there not ? 

Governor Porter. Yes. 

Mr. Auten. Would that lead one to say that a fair appraisal of this 
whole situation is that the new treaty was entered into as a matter of 
fostering good foreign relations with the Republic of Panama rather 
than from any necessity of a commercial-type operation, or the opera- 
tion of the canal for any purposes? 

Governor Porrer. The treaty has little to do, if anything, with the 
actual operation of the canal, with the exception that financial im- 
plications such as this and the loss of the $13 million worth of business 
in the commissary do affect us. 

Mr. Atien. Going one step further, it is reasonable to say that 
on the one hand the treaty is drawn for the purpose of promoting 
our friendly relations with another power for the welfare of the 
nation as a whole and all of its people, but that the cost of doing 
so is coming out of either the American residents in the Canal Zone 
or the users of the canal, and therefore the cost of this friendly 
relationship is borne by a small segment of the people of the country ? 

Governor Porrer. You mentioned two classes of people. With re- 
gard to the residents of the zone, I intend to do everything I can to 
see that they pay none of this. That leaves the other. 

Mr. Au.en. Is there any good reason why the “other” should pay 
the whole cost of this policy ? 

Governor Porter. That is a decision of this committee, sir. 

Mr. Auten. Well, then it is incumbent upon the committee, is it 
not, to determine whether the financing of this operation is provided 
for in law in a manner in which it can be charged to the tolls, or 
on the contrary, to provide that charging it against the tolls is 
prohibitive ? 

Mr. Dorn. You do not think this treaty would have been entered 
into if the canal was not there? 

Governor Porrer. Oh, no. 

Mrs, Sutirvan. Are there any other questions ? 

Governor, I appreciate your attendance here and also the attendance 
of Mr. Steers and Mr. Whitman. I believe that we have exhausted 
the questions that we can ask you, and we will excuse you from this 
hearing. 

Governor Porrer. I appreciate the opportunity of testifying. 

Mr. Bonner. I would like to have the record show that I have 
high respect and regard for the present Governor and the manner 
in which he has conducted the affairs down there, and I want to 
compliment him for his forthright disposition to answer all questions. 
This is an interesting subject. 

I would like to ask you if you expect to hear the State Department? 

Mrs. Sutrtvan. Yes, Mr. Bonner. 

Mr. Bonner. Will that be an executive session ? 

Mrs. Sunutvan. I do not know. I would like to discuss that with 
you. I do not know whether it should be an executive session or 
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not. I think that we have to be extremely careful of the things that 
are said so there will be no feeling of strain between the Republic 
of Panama and the United States. The State Department is sched- 
uled to be heard later on this afternoon if we can complete the rest 
of the witnesses. 

We will adjourn this meeting this morning until 1: 30 o’clock, with 
the permission of the House to sit while the House is in session. 

(Whereupon the committee adjourned at 12 noon to reconvene at 
1:30 p.m.) 

AFTERNOON SESSION 


Mrs. Suntiivan. The subcommittee will come to order. 

The next witness will be Robert E. Mayer, president of the Pacific 
American Steamship Association. Mr. Mayer, it is nice to have you. 
Will you identify yourself for the record ? 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Mayer. My name is Robert E. Mayer. I am the president ot 
the Pacific American Steamship Association. 

I want to thank Madam Chairman and the members of the com- 
mittee for giving us this opportunity to talk about this bill. We 
think that while it may not be in the minds of some a matter of ex- 
treme importance both to the canal and as a matter of national 
policy, it very definitely is in the realm of top importance. We think 
this bill goes to the heart of two issues which may very well deter- 
mine a lot of future policy. That is why we asked for the time to be 
heard. 

We represent the American-flag steamship operators on the Pacific 
coast which, as you know, are a minority of the total American mer- 
chant marine. Our group, the smaller one, has consistently over 
the past many years since 1949 taken a very strong interest in the 
matter because of the total of oceanborne commerce over Pacific 
coast docks a greater proportion of it moves through the Panama 
Canal than it does off any other United States coast: iT range. There- 
fore, to our smaller part of the whole of ocean commerce this is more 
important to us. That is why we, as the smaller group, have taken 
the interest we have over the past several years. 

I have a very brief statement here which I would like to follow in 
large part, and I have a few additional comments I would like to 
make. 

Mrs. Sutiivan. You may proceed, 

Mr. Mayer. At the outset we would like to state that we have no 
views for or against the transfer of these lands. That is a matter 
of public policy which has been determined by our Department of 
State subject to approval of the Congress, and we as commercial 
steamship operators would not presume to get into their field. How- 
ever, we do have two very definite recommendations for amendments 
to the bill, both of which have a direct effect upon the financial 
situation at the Panama Canal. If you will forgive me now for 
repeating just a little bit of background which some » of the committee 
may know, I would like to follow this portion of my statement now. 
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When the treaty was signed in 1955, there was provided an annual 
increase of $1.5 million in the annuity payment to Panama. This 
feature of the treaty became self-effective upon signing, and since 
that time the Department of State has made annual payments 
totaling $1,930,000, which represents the sum of $430,000 under pre- 
vious treaties, and the $1.5 million increase which was negotiated in 
the 1955 treaty. The $430,000 sum is reimbursed by the Canal Com- 
pany to the State Department, while the $1.5 million increment is 
not. It therefore is of some concern to find language in this bill 
requiring the Panama Canal Company now to reimburse the Treasury 
for this added amount, since this is definitely not a matter which is 
necessary to implement the treaty. The sole issue involved here is 
which branch of the United States Government should ultimately 
pay for the additional annuity. 

We agree, of course, that who pays for it is a fit subject for legis- 
lative inquiry, but we strongly disagree that teete Is any necessity 
to include it in a bill to implement the treaty. 

If I may digress for a moment, the treaty is signed, it is approved 
by the Senate, and this portion of the treaty requiring the $1.5 mil- 
lion extra annuity requires no congressional action whatsoever. So 
to make this subject part of an implementation bill procedurally is 
not entirely correct. It is an unnecessary bit of procedure for the 
Congress at this time with respect to implementation. It is true that 
presumab ly our Congress must some day determine who pays the 
extra $1.5 million, but with respect to any further action by the 
Congress as to whether we pay it, that is all done. That portion of 
the treaty was not subject to any legislative implementation except 
the Senate ratification of the treaty. So we are making a procedural 
point that this committee need not deal with this subject as regards 
implemenation. In other words, if you were to amend out that whole 
section of the bill, which we definitely do propose, you would not be 
at all impeding implementation. That portion of it is done. 

Mrs. Sutitivan. You mean that the Congress need not do it but 
they may do it. 

Mr. Mayer. That is correct ; yes. 

Going now to the second question, that is, whether or not this com- 
mittee wants at this time to get into the question of who pays the 
extra amount, I would like to follow along my statement, if I may. 

The increase in the annuity has its roots in the political aspects 
of relations between the United States and the Republic of Panama, 
rather than in the economics of the Panama Canal operations. In 
this connection it is important to take note of statements made on the 
floor of the Senate during the debate on the treaty itself; that is, 
during the debate which resulted in the ratification of this treaty. 
In discussing the matter of the increased annuity, several Senators 
made it abundantly clear that they would oppose any subsequent 
efforts to increase the cost of the Canal Company operations or of 
tolls as a result of the treaty. We think that the following remarks 
are pertinent, and if I may burden you I would like to read them. 
They are very short. 

Senator Knowland said: 

I think we must not lose sight of the fact that the canal itself has many 
values other than commerce and navigation. It is an important part of the 
national defense of our country. 
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There is no reason at all that 1 can see, either in equity or justice, why * * * 
the commerce of the country should be called upon to pay costs which are 
properly attributable to national defense. It is just as important for the defense 
of New Orleans, or New York, or the South, or the West, or the North. 


Senator Fulbright then said : 


I agree in principle with what the Senator from California has said. Very 
likely there may be some aspects of the canal operations which certainly have a 
mixed character, that is, partly for defense, and bear no direct relationship to 
the operation of the canal. 

But I think this is an item which should bear its own cost and should pay 
its own way out of the tolls, eliminating the nonrelated factors involved. 

Senator Morse then spoke and said this: 


Is it the Senator’s understanding, as it is my understanding, that the ratifica- 
tion of the treaty will in no way affect the tolls which are presently charged for 
the transit of the canal? 


Senator Knowland replied: 

That is my understanding. I may also say that I think the Senate should 
be very clear in its understanding that because we have, as a matter of national 
and foreign policy, decided that we will be more generous in our payments to 
the Republic of Panama, we should not, ipso facto, plan to transfer that burden 


to commercial tolls. * * * It should be dealt with separately as a part of the 
eost of our foreign policy and our defense policy. 


Senator Morse spoke again then and said: 


Does the Senator share my understanding that the ratification of the treaty 
will in no way place upon any Senator who votes for its ratification any obliga- 
tion to support, subsequently, legislation which will increase the tolls for com- 
mercial shipping which moves through the canal? 

Senator Knowland’s reply was this: 


It is my interpretation that the mere ratification of the treaty this afternoon 
will place no such obligation upon any Member of the Senate or the other body. 
If I thought it did, I should oppose the ratification of the treaty. 

If I may digress there for a moment, the reason for this exchange 
was the fact that as the Canal Zone Code now stands, tolls are ob- 
ligated to pay that portion of the annuity negotiated in the 1903 treaty 
as amended by, I think, the 1936 treaty which increased the annuity 
from $250,000 to $430, 000 because we were off the gold standard and 
the treaty says they must be paid in Balboa gold dollars. So the 
mere fact of the increase of the annuity without some congressional 
action saying who shall pay for it meant that you could not place this 
additional burden upon the economics of the company unless you 
so elected, because by the code the Canal C ompany Is required to pay 
only that portion involved in the 1903 and 1936 treaties. That is what 
this discussion was about. 

One of the Senators asked this question: If we ratify, am I clear 
in my understanding that it will not place an additional burden on 
the economy of the CG ompany, and the other Senator replied yes. The 
explanation I have just given was the reason for that. 

n testifying before the Senate Foreign Relations Committee, the 
Department of State witness, Secretary Holland, in answer to a ques- 
tion as to what was the basis upon w hich the negotiators arrived at 
the $1.5 million increased annuity, answered as follow Ss: 


I believe that both sides recognize the absence of any obligation on the part 
of the United States to increase the amount of the annuity. 


91980—-57—_—6 
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I think that is a very significant phrase, recognizing the absence of 
any obligation. 

Nevertheless, because of the fact that 50 years had passed since the original 
annuity had been established and in view of the importance to us of the rights 
and privileges that we enjoy there, it was felt that it would be equitable to 
agree to some increase in the amount of the annuity; the increase of $1.5 million 
was simply the result of long conferences and negotiations with reference to the 
amount, 

Elsewhere in the same hearings Secretary Holland, in our opinion, 
confirmed the view that we had made earlier in this statement, namely, 
going back to the procedural question again, the question of who is 
to pay the increased annuity is not one which needs to be solved in 
the implementing legislation. Secretary Holland referred to this 
issue as “a purely internal question.” The Secretary then advised the 
committee that the various interested Government agencies had at 
that time not yet resolved their differences as to who should pay for 
the additional annuity. He stated his position in that respect as 
follows: 

That leaves me to make this specific recommendation to this committee. We 
urge * * * that the increase in the annuity be approved as being in the interest 
of our Government; that the Department of State, in its supplemental ap- 
propriations bill, will request the appropriations of money to meet the amount 
of the increased annuity just as we now pay the amount of the existing annuity, 
and that in the forthcoming Congress, this committee and the Senate take up the 
question as to how internally we will pay that amount of money. 

I feel and urge upon you that approval of the treaty should not be held up 
pending the resolution of that domestic problem * * *. 

In other words, Secretary Holland was saying, let us go ahead 
and obligate the United States Government to pay the $1.5 million 
and later on find out which agency of our Government pays it. 

Mrs. Sutiirvan. When was that treaty ratified by the Senate? 
1955? 

Mr. Mayer. 1955, in July, I think. Mr. Dewey says it was July 29. 

Incidentally, for the record I would like to introduce the gentle- 
men with me, Mr. Ernest Kroll, who is the Pacific coast auditor of 
the Luchenbach Steamship Co., and Mr. Ralph B. Dewey, the vice 
president of our association in Washington. 

We think from the above record that we have just tried to lay 
before the committee from the Senate at the time the treaty was rati- 
fied it would seem clear that these points are true: 

First, that the annuity increase was negotiated in the national in- 
terest, and not as a part of the economy of the canal. 

Secondly, that the matter of whether the Company should pay for 
the additional annuity should be treated in legislation separate and 
apart from the treaty implementation legislation, and 

Third, that any treaty implementation legislation should not cause 
an increase in tolls or living costs to zone employees from the annuity 
increase. 

It is a certainty that if the annuity increase is made an annual obli- 
ation for the Company, it will be the toll payers who will pay the 
ion’s share and the employees in the zone will pay the rest. The 

employee groups in the zone are on record in this regard in the treaty 
hearing in the Senate, and their spokesman may have more to say 
about it in this hearing. 
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If I may digress now from my prepared statement, I think there 
are two other points that are important with regard to the question 
as to who should absorb the $1.5 million additional annuity, assum- 
ing that the committee does not agree they want to throw this subject 
out of the bill but want to decide the substantive issue. 

One of those points is very brief and very short. That is, in our 
opinion at least, when our State Department answered the request of 

e Republic of Panama to adjust the annuity and finally came to 
agreement with those people there, it was on the basis of, certainly, 
national interest. Of course, we are there because we are trying to 
provide a commercial utility which has a definite value. We cannot 
argue with that. But I think that this committee recognizes, in part 
at least, that we are there for a much broader re: ison. We are in the 
Canal Zone for a very broad political and economic reason which, 
in the opinion of many high- oe people in our Defense Establish- 
ment following World Wars I and II, surpassed by far the economic 
value of the canal. 

So we think when we said to the Republic of Panama, “Yes, we will 
increase this annuity,” we did not say so because we were tenants 
there, but we said so, rather, because we realized that this area is an 
important one politically and militarily, and thus it is to our best 
interest as a matter of national policy to maintain the best possible 
relations with the Republic. 

I think there is a second point which is shared, I know, by one of 
the previous Ambassadors at the canal, and that is that in the issue 
of who pays the extra annuity the question of sovereignty of the canal 
is very directly involved. That is a question ths at came up this 
morning as a result of some discussion between the chaitun an of the 
full committee and the previous witness. We believe that where you 
place this bill, this tab, for the $1.5 million has a very direct bearing 
upon the continued sovereignty of the United States in the zone. If 
we agree at this time to pay $1.5 million extra per year based upon 
the economy of the canal and added value of the canal as a commercial 
utility, we definitely give the Republic of Panama a ground for 
claiming that we recognize that we hold down there in something less 
than fee simple, that we hold as less than a sovereign, that we do not 
own that land. 

In the last sentence of article I of the 1955 treaty, which we are 
talking about, there is this phrase which says: 

Notwithstanding the provisions of this article, the high contracting parties 
recognize the absence of any obligation on the part of its party to alter the 
amount of the annuity. 

In other words, they said we are going to change this, but there is 
no obligation on either party to do this. 

What could possibly qualify as an obligation in terms of the 
economy of the canal/ Just one thing, and that is the fact that the 
canal is now a more valuable utility, which it certainly is. But they 
said there was no obligation. 

Thus if we agree to pay more now for this utility because of its 
increased commercial value since 1903, then we agree that we did not 
in fact buy the canal, that it is not ours, but on the other hand we agree 
in contrast that we are leasing it from the Republic or that we have it 
on some sort of leasehold basis and that we do not hold as a sovereign. 
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Wlien we do bore we in turn agree that the Republic of Panama is 
the sovereign, we agree that the Republic of Panama is the landlord, 
and that we are es a tenant, not the owner. 

We think that if we want to give the extra $1.5 million for some 
other purpose, that is, if we want to give it for a military or political 
reason, then that is something that 1s definitely in the realm of the 
Department of State and it is nothing that we should presume to 
criticize. Asa matter of fact, we think that the treaty speaks on that 
subject, and we think that the treaty is self-expressive on the fact that 
we did give this concession for something not related to the economy 
of the canal, that we gave it for a military reason plus the broader 
political reason I mentioned before. 

If you search through this treaty and the memorandum of under- 
standing, almost the only thing you will find that the United States 
got in return for the $1.5 million is our rent-free use of 20,000 acres of 
Disamuunieny land for military maneuvers. That is what we get. I 
submit that I do not think that has anything to do with the economy 
of the canal. That is a military consideration. 

I am trying to put forth the line of reasoning here that if we attach 
this additional expense to the economy of this utility, we are compro- 
mising our sovereignty. To remind this committee that our sover 
elgnty in the zone is under challenge would be superfluous. That 
challenge started as early as 1947 in the United Nations when Mr. 
Alfaro, who was then their delegate, made his opening speech to the 
subject and said that we held as something less than a sovereign. Of 
course, we know the conferences that are going on down there now. 

(Discussion off the record.) 

Mr. Mayer. I will return now to the record, if I may. 

Our own State Department which through an under Secretary 
argues for placing the burden on the extra $1.5 million on the economy 
of the Company made these comments, again before the Foreign Rela- 
tions Committee of the Senate in connection with the treaty negotia- 
tions. We think they are of some significance in connection with this 
sovereignty question. This is Secretary Holland of the Department 
of State, in answer to 2 question from Senator Wiley. Senator Wiley 
said this: 

As I understand from you, Secretary Holland, there is nothing in this present 


treaty that would in the slightest degree depreciate all the attributes of sover 
eignty that we possess. 


Mr. Holland replied: 


That is true, and so true is it that in the course of the negotiations the 
Panamanians advanced several small requests, which one by one had consid 
erable appeal, but all of which we refused because we did not want to leave 
one grain of evidence that could, 100 years hence, be interpreted as implying any 
admission by the United States that we possess and exercise less than 100 
percent of the rights of sovereignty in this area. For example, they— 


meaning the Panamanians— 


asked that ships in transit in the canal as a token of deference to Panama fly 
the Panamanian flag as well as the United States flag. Now it seemed perhaps 
a little unfriendly to say no, but we said no because, while the gentleman repre- 
senting Panama would never have any misunderstanding as to why that might 
be done, generations coming after us might have Some misunderstanding as to 
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why it was done and we felt that we could not agree to anything, nor would 
the Senate approve if we were to agree to it, which could be construed 100 years 
from now as receding 1 millimeter from the position that we possess and 
exercise all of the rights that we would have if we were sovereign in the area. 

That is a discussion about a little gesture like flying their flag. 

I think the members of this committee might agree with me that 
the admission that we are a mere tenant down there and thus want 
to increase our rent is a stronger admission against the interest of 
sovereignty than the mere friendly gesture of flying their flag in the 
canal. I point to the analogy because the Department of State in 
negotiating this said “No” to flyi ing their flag. I think that was largely 
a gesture of courtesy. If we now say, “All right, we will pay you 
$1.5 million because the economy of the canal is worth it,” we are say- 
ing we do not have title, that we hold like a rest vurateur in an office 
building who says “I will give you a percentage of my gross.” 

In conclusion, I simply want to say that it is our opinion from a 
careful examination of the 1903 treaty that it gives us a clear fee simple 
title. It does everything except use the words “fee simple.” If we 
did not think so, if that language were not of that character, we would 
not be here and could not be here today arguing about this thing, but 
the situation is the opposite. We bought and paid for something. Ido 
not think the economy of any country could stand up if all of the 
homes that were sold or all of the land or all of the commercial proper- 
ties were sold and then subsequently, as we had an inflation and their 
worth was increased, the previous owner could go back to the buyer 
and say, “Now you have something of greater value, and you must 
pay me more.” 

We strongly urge upon this committee that it give careful considera- 
tion to taking out the provision which requires the assumption of the 
$1.5 million extra annuity by the Panama Canal Company. 

I would like to go now, if I may, to the second proposal that we have 
concerning this bill, and that goes to the subject which had very con- 
siderable discussion this morning, and that is whether these lands are 
to be transferred on the basis of their fair market value or their depre- 
ciated book value. 

We believe most firmly that the only equitable way to make the 
transfer is on the basis of the fair market value. We think there is 
precedent for it. As was related by a witness this morning on ques- 
tioning from members of the committee, in 1943 the Panama Railroad 
Company, which is the predecessor to the present organization, con- 
veyed to the Republic of Panama certain lands and properties located 
in Colon and Panama on the basis of fair market appraisal. Very 
recently the sale of the Steamship Panama to private interests in Jan- 
uary of 1957, just a few months ago, was made at the fair market value 
of $5.7 million. The net book value at that time was $1.5 million. 

If the transfer were to another Government agency it might be dif- 
ferent, but it is not. 

If I may digress again from my prepared statement, I would like 
to refer again to the discussion of this subject in the Senate when 
they ratified the tre: ity. We believe that the thinking of the Members 
of our Senate at the time of the ratification of the treaty is important, 
and I would like to quote one more exchange bet ween a member of that 
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committee and Secretary Holland. It is on pages 55 and 56 of those 
hearings which were July 15,18, and 20,1955. It starts this way: 

Senator Morse said: 

May I ask most respectfully—I think that is true under this treaty 
referring to a previous subject 
but I think the American people are entitled to know what the total cost is. No 
one can tell by reading the treaty what that cost is. I see no reason why we 
should not have a treaty before us that tells the American taxpayer what it will 
cost him. I do not know what this property is worth that you are going to give 
away, railroad stations and whatnot, and maybe it represents a fair bargain and 
maybe it does not. I would like to have some idea of what the total value of 
the taxpayers’ money involved in this treaty really is before I vote for the treaty. 
We certainly ought to be able to know what it is going to cost us. 


Secretary Holland replied : 


The net book value of this property is about four and a half million dollars. 
It is estimated that the fair market value today of all the properties to be 
relinquished to Panama under the treaty is approximately $24 million. Does 
that squarely answer your question, Senator? 


Senator Morse then said: 

Well, it begins to answer it. 

Holland went on and said: 

Let us continue until I fully answer it. I want to satisfy you. 

Senator Morse said: 

[ want to find out what else you are giving away under this treaty. 
Then he continued : 


We now find we have about $24 million worth of property that we 
to give away. 


Mr. Holland said: 


That is correct. 


are going 


In this exchange between those 2 gentlemen we admit Mr. Holland 
cited both the book value and the market value, but we believe that that 
kind of discussion indicates clearly that the price tag in the minds of 
the Members of the Senate was $24 million. I think there is a reason 
for that which goes beyond what is apparent in the testimony. We 
think that it is because of this: 

The Panama Canal Company, which is a Government corporation, is 
being deprived of some assets. This property is being sold out from 
under this Government cor poration. If it were being sold to a private 
corporation we would not have any question before us. There would 
not be any question whatsoever. As I cited before, American Presi- 
dent Lines, which is one of our members and incidentally a tolls payer, 
just bought a company asset, the same sort of thing. They bought a 
steamship just a few months ago. Its book value is $1.2 million. 
They depreciated it down. But the American President Lines paid 
$5.7 million, which was the real market value determined on the basis 
of competitive bids. So they established it, and that is what they 
paid. If this were a transfer to another agency it would be a dif- 
ferent picture, and we have prec edent in that direction, too, as was 
related this morning. The Company transferred lands to the Navy 
just a few years ago, : “and it went at book value. Just last year, I think, 
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the Company in turn took something in from the Coast Guard, the 
lighthouse and weather stations, and that came over at book value 
because that was in the f: mily. I think these two statements of types 
of transactions which are contrasting are what relate this most clearly 
to straightout commercial practices, as one member of the committee 
remarked this morning. 

If a private corporation transfers to a subsidiary, it does so at book 
value. One of the reasons is that the Internal Revenue would not 
let them do anything else because by such a device a corporation could 
take an asset that has a high value and depreciate it down successively 
by years to a lower value, and transfer it to a subsidiary at market 

value and get the benefit, tax benefit, and the depreciation all over 
again. So “if this is done within the family, within a corporate or- 
ganization, it is done at book value. On the other hand, if it is done to 
someone outside of the family, if one company transfers to another 
corporate organization, it is done at market value. Certainly if it were 
not, the stockholder would put up a how] and we think they should. 

The Panama Canal Company took this land, these properties. It 
repaired them. It maintained them. It kept them in proper state. 
It depreciated them with tolls money over all these years. With that 
kind of record behind it and with the analogy in commercial practice, 
is it proper to transfer them out at book value? We do not think so, 
and we urge the committee to give consideration to amending the bill 
so as to require that the transfers are at market value. In view of this 
contention we have made, we certainly would be remiss or at least incon- 
sistent if we did not at the same time say—this is something for com- 
mittee counsel, and I do not presume to speak on it—we must say that 
if this bill, as it appears to do, would permit the Company subse- 
gently to replace at Government vr rer then we think the bill should 
be amended. We believe that the Company is entitled to full market 
value, every dime that it will bring, but conversely if the company thus 
has to replace, and you saw the recitation this morning from the pre- 
vious witness of what it must replace, we think that the Company has 
to go out and replace it at market value. 

We think if we do not do that, to use one phrase, the company 
would be having its cake and eating it, too. AsI said, this issomething 
for committee counsel, and I do not presume to speak on it. We 
have what is, at least to me, a rather confusing picture. Here is a re- 
port by the Congressional Information Bureau concerning the Bureau 
of the Budget’s comment on this bill as it went to the Senate. In this 
a iu of the Budget report they state in both places as regarding the 

Canal Zone Government property and the Company property that 
when they go about replacing the Company will have to pay and that 
we do not pass it on to the Government. AsT say, I am not quarreling 
with its conclusion, but we do point out in this bill on page 3, line 10, 
subdivision (b) : 


The net book value of the property * * * conveyed under this directive * * * 
and the net capital loss, if any— 


skipping all the verbiage in between and going down to line 19— 


shall be treated as extraordinary expenditures and losses incurred through di- 


rectives placed on national policy and not related to the operations of the 
corporation * * *, 
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If you transfer out at net book value, I am not an accountant but if 
book value gets you down to X dollars and you transfer out at X dol- 
lars or it burns up at X dollars I presume you have no capital loss. 
Therefore, in my amateur approach to the thing I would say that 
probably the « capital loss they are talking about is that which comes 
about as a necessity to replace. Maybe I am wrong and if I am it 
is of no consequence. I merely point out if this means that the Com- 
pany gets a free ride on replacement, I think it should be amended. 
I presume to speak upon that because we as tolls payers would be 
paying the cost of replacement and I think that we probably should. 

There is other language on page 4 which has to do with appropria- 
tions which your counsel may wish to examine also. I repeat that 
we make no conclusion on it but if, in the opinion of your counsel, 
these two bits of language mean a free ride on replacement, we 
certainly propose along with the market value that the Company, 
and hence the tolls payers, should in justice be required to pay the 
cost of replacement. 

Mrs. Sutrivan. Mr. Mayer, I wish we could have that report which 
you mentioned identified as to date. I refer to the report that you 
read from before. 

Mr. Mayer. Mr. Dewey informs me that the Bureau of the Budget 
has already officially communicated this same report to you, but 
still for the purposes of identifying it in your files, if I can find the 
reference here—— 

Mrs, Sutxivan. It is a report by the Bureau of the Budget of what 
date ¢ 

Mr. Mayer. It is a communication by the Bureau of the Budget 
offering their comments upon this bill. 

Mrs. Sutxivan. Is it dated ? 

Mr. Mayer. I am sorry, but this is a reporter-type presentation. 
I think your staff can easily identify it because it will be the com- 
munication to this committee from the Bureau of the Budget on 
this bill, of which I am sure you have only one of recent date. 

Mrs. SuLiivan. Just so we are sure we have a report. 

Mr. Mayer. Thank you very much for your time. 

Mrs. Sutiivan. Thank you, Mr. Mayer. 

I am going to defer to the counsel to ask you a few questions before 
we go on to the committee members. 

Mr. Zincxe. Mr. Mayer, on page 5 of your statement there appears 
the sentence: 

If the United States Government feels it must give away the corporation’s 
assets, then it should at least be done in a manner consistent with corporate 
accounting, and the Company should be permitted to write down its investment 
by an amount equivalent to fair market value. 

Is that your understanding of the manner of treating the disposal 
of an asset under proper corporate accounting ? 

Mr. Mayer. I am sorry, Mr. Zincke. Where is this again ? 

Mr. Zincxe. Two-thirds of the way down the page on page 5. 

Mr. Mayer. The phrase “write down” in there, I don’t think is in 
proper place. If I may say what I mean about it, it is this: If 
the United States Government feels it must convey away these assets, 
then it should be done in a manner consistent with corporate account- 
ing, which, as I described before, requires that it be transferred at 
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fair market. value, if it is going outside the corporate family. That 
is What I meant. 

Mr. Zincxe. That is your understanding of proper corporate ac- 
counting in handling a transfer of assets of the corporation? 

Mr. Mayer. Yes. I am talking about a transfer from corporation 
A to corporation B; not from corporation A to one of its subsidiaries. 
IT am ‘not an accountant, though, Mr. Counsel, but I thought that 
was the way it is done. 

Mr. Zinckr. Perhaps you can tell me whether this is a fair state- 
ment of your position in this matter: That the treaty was an ex 
pression of politic ‘al, rather than economic, relationships between the 
United States and Panama, and therefore, that the canal and the toll 
payers, as the economic aspect of the canal, should not be burdened 
with the obligations of the treaty. 

Mr. Mayer. Yes. I think that is a fair statement, Mr. Zincke. 

Mr. Zincxe. To the extent that the treaty provided economic ad- 
vantages to the United States, do you feel that the toll payers should 
reap those economic advantages ? 

Mr. Mayrr. Well, I will say this: That if the treaty presented sub- 
stantial economic advantages to the economy of this utility, then I 
think that whatever was given in consideration should be absorbed 
by the Company, but we were unable in our search of the treaty to 
find anything coming from the Republic of Panama that benefited 
the economy of the company. 

On the other hand, we did find things coming in the treaty to the 
United States which benefited our political or “military position—I 
mentioned the lands. 

Mr. Zincxr. Is it not a fact that these replaced structures in the 
Canal Zone will represent lower maintenance costs, and lower operat- 
ing costs in the future ? 

Mr. Mayer. Replace—you mean the ones we are conveying and 
must replace? 

Mr. Zincke. The ones we are replacing as a result of this treaty. 
Will they not represent lower operating and lower maintenance costs ? 

Mr. Mayer. Well, let me say this: That I certainly hope that they 
will, and I would presume that they will, and my answer is “Yes.” 

Mr. Zincxr. You feel those lower maintenance costs should re- 
dound to the users of the canal ? 

Mr. Mayer. I do not think it does for this reason: As I said before, 
if the bill gives the toll payers a free ride on replacement, we think it 
should be amended so we do not get the free ride. If that is done, and 
we build, as the Governor said this morning, a new post office or new 
school, we will build it at today’s building costs and we, the toll payers, 
will be footing the bill for this increased cost, and I think as you en- 
joy lower maintenance on a new, modern-type building, you pay for 
it in its cost of building. 

I think that is true. 

Mr. Zincke. But you do feel that you are entitled to the benefits of 
the lower maintenance cost, and lower operating cost if there be such ? 

Mr. Mayer. I think this: Anybody who volunteers to foot the bill 
for the construction of a portion of a utility, is certainly entitled, if it 
is his money, to any lower operating cost that comes about. I think 
this is a very accidental and indirect benefit and it is one that we are 
paying for. 
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Mr. Zacnn: But it is one you feel you are entitled to, paying for it 
or not? 

Mr. Mayer. No. I do not feel we are entitled to it, not paying for 
it. I think we are entitled to it because we are going to pay for it. 

Mr. Zincxe. Only because you are going to pay for it. 

Mr. Mayer. Certainly. 

Mr. Zincxe. With respect to the local rate commissaries, which have 
represented a loss to the operations of the canal, do you feel that the 
users are entitled to the benefit of that? 

Mr. Mayer. Now you have me in a field that I am not sure I can 
answer, but from what I understand, the answer to that situation is 
that the abolition of the local commissaries has, in fact, resulted in an 
increase in the overall loss of the commissary operation which, again, 
tolls assume. I do not think that we did. I will give you an example. 

One is an example along your question: The sale of the steamship 
Panama. We believe, and hope, that as a result of that, which has not 
anything to do with the treaty, but there is one where you will have a 
lower operating cost in that the loss ratio of the steamship company, 
we hope, will be reduced. That is not a treaty point. 

Mr. ZinckeE. In that case, you do get a benefit both because you get 
the credit of the market value of the vessel and also the reduced loss 
of the Company. 

Mr. Mayrr. Certainly. If we sold it in another period we would 
have probably taken it the other way. This happens to be a period in 
which the market on vessels is quite favorable. 

Mr. Zincke. In the case of the prospective abolition of the ferry 
service by reason of the construction of the bridge, that will represent 
a direct benefit to the toll users, will it not ? 

Mr. Mayer. I will have to answer that this way: That if, as Madam 
Chairman said this morning, the estimated half million dollar annual 
loss of running the ferry was a charge properly allocable to tolls and 
if, as a result of it, that loss is no longer there, then yes, there is that 
gain. 

Mr. Zincke. Properly allocable or not, it was allocated to tolls, was 
it not ? 

Mr. Mayer. Yes. 

Mr. Zincxe. And the toll payers have been paying ? 

Mr. Mayer. Yes, sir. 

Mr. Zincxe. To that extent the treaty represents a benefit to the 
canal users. 

Mr. Mayer. Before I make a positive reply to your question, Mr. 
Zincke, I would like to give that some careful study. It seems to me 
that some place in my recollection there is a question as to the propriety 
of the allocation, although as I say, I am at sea in an effort to answer 
this question, and therefore, would like to do it in writing, after a 
little bit more examination of the record. 

Mr. Marmu1arp. Will counsel yield for a question on that point? 

Mr. Zincke. Yes, sir. 

Mr. Maruuiarp. This ferry operation would be charged against the 
Company or the Government ? 

Mr. Mayer. I am sorry, but I think it is the Company. I do not 
know. Maybe one of the folks from the Company could tell us. 

Mr. Mariarp. Could Mr. Steers tell us? 
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Mr. Mayer. Mr. Kroll tells us it is charged against the Company. 

Mr. Kroxx. Not the Company, the Canal Zone Government. 

Mr. Matuuiarp. There we are getting into another question, and 
perhaps this is not the proper time to raise, but one this committee 
ought to look at and that is the change in status as far as governmental 
services, now that citizens in the canal are paying income taxes. 

I think it isa little more complicated than just a question of whether 
it is a direct charge or credit to the toll payers. 

Mr. Zincxe. Perhaps Mr. Steers can answer that question. Mr. 
Steers, can you answer that question ? 

Mr. Steers. Pertaining to the ferry ? 

Mr. Zincke. Yes, sir. 

Mr. Steers. The ferry is charged to the transiting activity. 

Mr. Zincke. Which is the Company. 

Mr. Steers. Yes, sir. 

Mr. Maru1arp. Mr. Steers, could you tell us what the logic behind 
that is? Is that not a governmental service? 

Mr. Sreers. The logic behind that, as I recall, sir, was that in con- 
structing the canal, we were required by treaty to furnish a right-of- 
transit across it, because the canal divided the Republic of Panama. 
Therefore, the cost of operating the ferry was charged to the canal, 
since had we not put the canal there, we would not have to furnish 
ferry service. 

Mr. Marurarp. If we had not put the canal there, we would not 
furnish postal or any other governmental service. It seems to me 
you can argue that on either side. 

Mr. Mayer. It could be argued as propor cost to Canal Govern- 
ment as the ferry is part of the highway network. 

Mr. Dorn. Since there is no longer a ferry, it becomes a moot ques- 
tion. It is what would have happened had it been done in the past. 

Mr. Steers. That is right. 

Mrs. Zincke. That isall, Madam Chairman. 

Mrs. Sutiivan. Mr. Garmatz? 

Mr. Garmarz. No questions. 

Mrs. Sunuivan. Mr. Mailliard ? 

Mr. Mariiarp. Pursuing the counsel’s line of questioning, as 1 get 
the position of your association, Mr. Mayer, and as I get it you speak 
for pretty much the steamship industry in the United States as a 
whole, perhaps with some exceptions, but most of the canal users. 

Mr. Mayer. I failed to state, although it is in my statement, that we 
speak with the full concurrence of the American Merchant Marine 
Institute, which is a much larger group on the Atlantic. 

Mr. Marii1arv. Your position, if I understand it correctly, is that 
we do want—you do and I think most of the members of the com- 
mittee—want to try to carry out the idea that was basic to the creation 
of the Company, which is to attempt to operate this on somewhat of 
a commercial basis. 

ee therefore, as in the case of the sale of the Panama, circumstances 
dictated that it should be sold, this might result in a profit or it might 
result in a loss from the point of view of items chargeable to tolls. 

It seems to me your position is pretty much the same on this 
treaty. Those items which are clearly incidental to the operation 
of a canal, you are hapy to take the gain, if any, and willing to 
take the loss, if any. 
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Mr. Mayer. Well, yes; whether we are happy to or not, that is the 
result in the loss, and certainly we would be happy about the gain. 
I do not think it is a bit of glee that is unjustified, because as I said 
before, take the ship, for example. 

The Panama Canal Company paid for the cost of the rehabilitation 
of the vessel after World War II. It paid for it. Now, if by cir- 
ctinistance that vessel becomes available to the public market, 1s the 
risk taker not entitled to the fruits of his risk; not if it were trans- 
ferred to another Government agency. That is not the fact here. 

It was transferred to a private corporation. Besides the question 
of whether we are entitled to the capital gain, there is another very 
serious question on the other side, and that is that the United States 
Government simply cannot willy-nilly transfer something to somebody 
for less than its reasonable value, I do not think. 

Mr. Maruurarp. Taking perhaps a hypothetical example, say the 
State Department, in its wisdom, in negotiating the 1955 treaty, con- 
sulted, perhaps, with the Company and decided that 2 ships instead 
of 8 were enough, and the Panamanians found out about this and 
said, “We would like to have that ship as part of this treaty.” 

It would have been sort of absurd to have transferred it at book 
value when it could have been sold for many times that? 

Mr. Mayer. I think you have drawn the analogy to a pinpoint. I! 
think that is about it. Here we are transferring to another republic, 
which is not our Government, and because of that circumstance, it is 
suggested that we do not let the risk taker have the fruits of taking 
the risk, but on the other hand, as Mr. Mailliard just pointed out, when 
you did it to a private corporation, you said, “All right, go ahead; 
take the fruits of your risk.” I think that pinpoints it. 

Mr. Mariur1arp. That is all I have. 

Mrs. Sutiivan. Mr. Santangelo. 

Mr. Santancero. Mr. Mayer, as I understand your objection to the 
first. provision, the $1.5 million annuity to the Panama Government, 
it is based upon the fact that you think it might give rise to an 
inference that we do not have complete sovereignty. 

Mr. Mayer. That is one of the reasons. 

Mr. SANTANGELO. Was that the only reason ¢ 

Mr. Mayer. No. That was one of them. I think there are addi- 
tional reasons. 

Mr. Santancevo. I think there are additional reasons, but as I 
understood your statement, you stressed the sovereignty aspect as the 
reason you were opposing that particular provision. 

Mr. Mayer. Probably I did. If you would like, I would like to try 
to develop what I think is an additional reason. 

Mr. Santance.o. That is what I was going into. I wanted to ask 
you, do you feel that the toll users would be adversely affected by 
the annuity to Panama ? 

Mr. Mayer. Yes. I thinkso. Let us say that we are about to form 
a corporate organization, and we take upon ourselves numerous obli- 
gations. We capitalize. We pay money for plant. We sell stock 
and take the proceeds and pay for a plant, which is what we have 
done there in a utility. We bought this plant, and as the years went 
by, our business increased and this plant became of much greater value. 
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Now, are you going to go back to your stockholders and say, “Now, 
look, we bought ‘this land from these folks 50 years ago and we only 
paid so muc h for it, but now it is worth a lot more. Therefore, we 
think we ought to pay them some more”? 

Well, if you try to run a business, a corporate business, an individual 
enterprise on the basis like that, you are never going to get any place. 
[ think that is a plain economic fact of life that we are faced with 
here. Of course, that is all contingent upon a belief and confidence 
in the mind of this committee that we hold as a soveriegn. 

Our State Department thinks so. I think our other departments 
think, and hope we hold as a sovereign, and that we are not a mere 
tenant. 

Mr. Sanranceno. You think by reason of the fact of this contribu- 
tion or ‘annuity that the rates of tolls would be increased to the users? 

Mr. Mayer. I cannot tell. I certainly think it would be an upward 
presusre, because—I must stand corrected here, but my recollection of 
annual profits were that in 1 year, since the reorganization, it was $3.5 
million, and I think another year it got under half a million. W ell, 
it does not take much arithmetic. 

Mr. SAnrTANGELO. As it now stands, the $1.5 million which would 
come off the top would reduce the amount of profit to maybe about $3 
million, but you anticipate at some point that the net would be less 
than $1.5 million, and thereby the expenses would exceed the revenue, 
and therefore, you would have to lay additional tolls? 

Mr. Mayer. Exactly. Let us assume we had a year in which the 
profit was a half million dollars. 

Mr. Sanrance.to. Which has been a fact. 

Mr. Mayer. Without this burden; yes. Without this burden the 
profit was half a million dollars. If in that year we had this extra 
burden of $1.5 million, we would be in the red to the tune of $1 
million. 

Mr. Sanranceio. And you would have to pay an additional toll to 
offset that loss. 

Mr. Mayer. Ultimately; yes. 

Mr. SANTANGELO. So there is an economic factor in addition to the 
sovereignty factor, which causes you to oppose this provision. 

Mr. Mayer. Very definitely. 

Mr. SantanceLo. Thank you. 

Mr. Sutzivan. Mr. Dorn? 

Mr. Dorn. I think Mr. Mailliard brought out that you feel as repre- 
senting some of the tollpayers that the tollpayers should pay ine idental 
to the “charges that are made for tolls anything that might be inci- 
dental to the operation of the canal. Is that not so? 

Mr. Mayer. Yes, sir; transit facilities, if I may qualify it. 

Mr. Dorn. Only transit facilities ? 

Mr. Mayer. Yes. 

Mr. Dorn. You do not think they should pay anything else that 
might be incidental to the operation of the canal ? 

Mr. Mayer. If I may say so, Mr. Dorn’s questioning here would ap- 
pear to be possibly leading us into the area - litigation. 

Mr. Dorn. No. I am asking a question. I do not care whether it 
leads into litigation or not. I would like an answer. 
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Mr. Mayer. Well, our view is that the tolls should be based upon 
all of the true costs of transiting vessels through the canal; all of 
them, and nothing more 

Mr. Dorn. Well, your words “true costs’”—we are going around in 
a little circle here. It would be better if you could answer the ques- 
tion, rather than redefining with the same words, if it is at all possible. 

True costs, if you use the word “true,” should encompass every 
possible cost to the United States in operating the canal, whatever 
governmental expense they have, in every manner, shape, or form, 
because that is the true cost, and whether it is good-will payments to 
the Panamanians, or a saving of money by the erection of a bridge— 
those are true costs in the operation of the canal. 

Mr. Mayer. May I attempt to reply at this moment, Mr. Dorn‘ 

Mr. Dorn. Please, sir. 

Mr. Mayer. If I may use as an example the one you mentioned, the 
additional annuity payments to the Republic for good will, if we may 
attempt to qualify the definition of “true costs,” we do not believe in 
the position that we have taken that the extra $1.5 million is a part 
of the true cost of transiting. 

We think that over and above the commercial value of the canal 
there is a national defense value, a political value, military value. 

Before this committee, in 1955, I testified at very considerable length 
on a bill which would at that time have made an arbitrary 50-50 
division of the capital cost of the canal between the national defense 
and the Canal Company. In other words, we were saying at that time, 
of the some $300 million which is still outstanding, that the Govern- 
ment has not been repaid for, we said we think that should be cut in 
half. 

We thing half of it should be handed over to the Department of 
Defense as a bill that they should pay, and we think that we should 
be required to pay the rest of it. 

Now, we think we had very substantial history for supporting the 
view in that we had numerous military people who had said 1 
peatedly over the years that the defense value of the canal far ec liblece 
its commercial value. Therefore, if this utility is more important as 
a military weapon than it is a commercial weapon, then all of the 
people should pay the military part of the bill. 

Mr. Dorn. Then you would ask the military part be paid by Great 
Britain, by Russia, by Poland, by Egypt, by any other people who 
use the canal for their ships or for whom it may have a military value 

Mr. Mayer. I would not think so. I do not think I can answer that 
question because I am not a military man, but I can say this: That 
with respect to the countries that you have named that use this as a 
commercial vehicle, a commercial utility, they pay the same rate that 
the American flag does. 

Mr. Dorn. Very definitely, and what you want us to do, then, by 
the taxpayer assuming the burdens of these various payments, is indi 
rectly subsidize the Russian users, the other Iron Curtain users of 
the canal. 

Mr. Mayer. You mean the commercial users ? 

Mr. Dorn. Commercial users. 

Mr. Mayer. I would like to comment on that. 

Mr. Dorn. Will we not indirectly subsidize Russia ? 
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Mr. Mayer. I do not think so, Mr. Dorn. I would like to try to 
answer that this way: We have treaties of friendship, commerce and 
navigation, with some 32 countries in the world. They are as im- 
portant to us as they are to the other countries. By those treaties, we 
say that, “As your vessel comes to our shores, it will be treated with 
the same courtesies as our own vessel is treated in our own ports.’ 

The treaties of friendship, commerce and navigation, are essential— 
absolutely essential—to the continuity of world trade. If you do not 
have them, you are going to have these retaliatory measures all about 
the world. 

We do not have any treaty of friendship, commerce and navigation, 
as respects the Panama Canal, but we do have, as I understand it, the 
Hay-Pauncefote Treaty which requires that we charge no more to a 
foreign flag for using the canal than we charge to ourselves. 

Mr. Dorn. Whenever we assume the burdens—any of the burdens 
of operating the canal—and put it on the taxpayer as you would have 
us do here, we are then, subsidizing the users of the canal. 

Mr. Mayer. That is only true, Mr. Dorn, if you conclude that the 
acts we are talking about are subsidizing our own merchant fleet. 
I do not think they are. 

Mr. Dorn. If the individual taxpayers, or the tax part here in the 
United States, is going to bear the burden of the operation of the 
canal, and thus either reduce or keep from raising the tolls, automati- 
cally it is a subsidy. 

Mr. Mayer. I do not think, Mr. Dorn, and I do not think my testi- 
mony indicates that the United States taxpayer is subsidizing the 
American use or the foreign use. 

Mr. Dorn. I did not say it was. What I am saying right now is if 
this $1.5 million is to come from the taxpayers, they will be subsidizing. 

Mr. Mayer. I do not think so. 

Mr. Dorn. Then it should be paid directly where this other money 
has always been paid : Out of toll revenues. 

Mr. Mayer. I cannot agree with the conclusion, because I believe 
that we are paying the extra $1.5 million, Mr. Dorn, because of the 
military and political value of the canal. Now, I do not think that 
the canal has political and military value to the countries you men- 
tioned. 

Mr. Dorn. Do you not also think we are paying it to the commer- 
cial value ? 

Mr. Mayer. No; I do not. I hope that we are not, because I think 
if we do we compromise our sovereignty and we can no longer say that 
this is our weapon. We have to say that it belongs to the Republic of 
Panama. That is my point. 

Mr. Dorn. I do not agree with your point at all. I think from what 
I have heard here. and unfortunately I have not heard all of the testi- 
money, it is very illogical, because your commercial users have as much 
to gain from good will of Panama as do your military users, and so 
does the United States. 

If this canal was not here, do you mean to say that this treaty would 
have been entered into ¢ 

Mr. Mayer. No; I do not think so. 

Mr. Dorn. Whatever redounds to the good and welfare of the canal 
redound to the good and welfare of its users, does it not? 
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Mr. Mayer In part, and in larger part to the welfare of the United 
States as a political unity. 

Mr. Dorn. At least in part it redounds to the benefit of the com- 
mercial users. 

Mr. Mayer. Of course. The commercial users are paying their full 
part. You mentioned you had not heard all of the testimony. 

Mr. Dorn. I have been glancing through your statement. 

Mr. Mayer. It is not in the statement, unfortunately. It was this, 
Mr. Dorn: That as early as 1947, Mr. Alfaro, the Republic of Panama 
Delegate to the U. N., challenged our sovereignty there. He said, 
“You do not own the canal.” That is what started the ball rolling. 
Since the Suez incident we have more and more of this coming about. 
You see it in the clippings from Panama. 

A forum recently took place down there where a number of people 
from that part of the world discussed the question of whether or not 
we own the Panama Canal. My proposition, the part L think that you 
missed, was this: That in 1903 we said, “We will buy these lands from 
you and we will give you $10 million for them. That is the price. In 
addition, we will pay a quarter of a million dollars a year from here 
on in for them.” 

Then in the conveyance, we said, “Here is some land that belongs to 
you because you bought it,” and we have got a fee simple in every re- 
spect, except that the word “fee simple” was not used. 

My proposition was this: If at this time 50 years later, we say, 
“Now, this utility that we bought in 1903 for a stated price is now 
worth a great deal more; therefore, we will pay the seller more at 
this time.” 

Mr. Dorn. That is not what the United States is doing. We are not 
paying more on the purchase price. 

Mr. Mayer. Mr. Dorn, the considerations that moved to the United 
States in the same treaty do not indicate anything of the sort. What 
we got was something of military value to us, not anything of eco- 
nomic value. 

Mr. Dorn. You mean at the start? 

Mr. Mayer. No, in connection with the 1955 treaty; the considera- 
tions that moved our way have nothing to do with the economy of the 
canal. We got some land that we can use. 

Mr. Dorn. It has everything to do with the economy of the canal. 

Mr. Mayer. The use of rent-free land for our military maneuvers 
has to do with the economy of the canal ? 

Mr. Dorn. Of course it does. 

Mr. Mayer. That is a matter of opinion. I have spent some time 
here expressing my opinions. 

Mr. Dorn. The defense of the canal is as important to the commer- 
cial users as it is to the United States Government. If you do not 
have a canal that can be defended, it cannot be used by commercial 
users and it properly should all be charged to the users. 

Mr. Mayer. That is your conclusion, Mr. Dorn. I was going to say 
that when we were here before this committee in 1955, we cited mili- 
tary authority after military authority—numerous of them who said 
that the military value of the canal was far greater than its commer- 
cial value, so what you and I are now discussing is a matter of opin- 
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ion, and I certainly respect yours, and I just cite that there is opinion 
the other way; that certainly is the crux of the question. 

Mr. Dorn. I do not think so; no. 

Mr. Mayer. Which way would it go? 

Mr. Dorn. The United States would then, I believe, based on your 
argument, make it free transit. 

Certainly the military value of the Suez Canal had nothing to do 
with the sum collected in the tolls, and if you want military value put 
into the canal, then let the canal transit for free. 

Mr. Mayer. I do not agree with that proposition, because I do not 
think that in any of our other public works, except some of our 
intercoastal canals—I do not think in any other public utility where 
you have a commercial use that redounds to the benefit of commerce 
that commerce gets that commercial use free. 

Mr. Dorn. I agree with you. I am merely trying to bring your 
reasoning to a conclusion. I believe that they should pay for the 
transit. I believe that they should pay the full amount, based on 
the expense of the operation of the canal—the full expense. I do not 
believe that we should subsidize other than United States users of 
the canal. 

Mr. Mayer. I do not think they are doing that. 

Mr. Dorn. I do not think we are at the present time either, but 
I do not want to see the first step made toward a subsidy which will 
inure to the benefit, 60 percent anyway, of the other nations of the 
world and include a direct subsidy in this means to the Iron Curtain 
countries who use the canal. 

Mr. Mayer. Neither do we, Mr. Dorn, but I think if you do this you 
are going to play into the hands of those very same countries because 
you are going to compromise your sovereignty there. 

Mr. Dorn. That is a statement easy to make, but I have not heard 
any proof of that, and certainly the State Department, who has 
been very jealous of guarding the sovereignty of the United States 
with reference to the Panama Canal, does not agree with that. 

Mr. Mayer. I am not so sure. May I make a comment here? May 
I refer you toa State Department comment on the subject 

I do not find it here, but it is in the record. It was to this effect: 
Senator Holland said, in connection with the hearings on this very 
treaty, that during negotiations the Repub lic of Panama had asked 
for many things, many of which seemed harmless and the State De- 
partment had said no to many of them. He cited one in his testimony 
here which was this: 

During the treaty negotiations the Republic of Panama asked that 
i provision be inserted requiring that American-flag vessels going 
ae the canal fly the Panamanian flag. Mr. Holland continued 

1 his testimony and said this seemed like a harmless proposal and 
merely a gesture of friendliness. 

Then he went on to say, “But we did say no to them because we 


did not want 100 years from now’—to use those very words—*to 
have 1 millimeter of implic ation left that we did not hold down there 
as a sovereign.” A “sovereign” means that you have a fee-simple title. 


Mr. Dorn. I entirely agree with that. 

Mr. Mayer. If I may finish my analogy: If you say that the price 
we paid some years ago was not a price, but was rent, if you say 
that we are no longer the owner, we are a tenant, are you not a great 
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deal more compromising your sovereignty than if you agree to fly 
the Panamanian flag on the ship? That is something the State De- 
partment was concerned about. 

Mr. Dorn. Whether you say you pay rent or anything else, we do 
say this: The annual payments we are making do not represent the 
value that they represented back in 1903. 

Mr. Mayer. Neither does the $10 million which we paid for the 
land, Mr. Dorn. 

Mr. Dorn. But it has absolutely nothing to do with sovereignty, 
and it is so far removed that I think, in bringing it in, you do a very 
disservice to your own cause. 

Mr. Mayer. That is a matter of opinion, sir. I think that the State 
Department talked about the flag incident as being a compromise of 
sovereignty. 

Mr. Dorn. I think definitely it would have been a compromise of 
sovereignty. 

Mr. Mayer. I think if you admit that you must now increase your 
rent payments, because something is of more value, then you admit, 
“I do not own this,” and if admitting you do not own is not a com- 
promise of sovereignty, I do not know what is. 

Mr. Dorn. I think what we are doing here is over and above the 
original title we received to the canal. We are doing it just the same 
as the corporations that you have been talking about during the 
course of the years. They have to do advertising. This is by way 
of advertising goodwill. 

Mr. SantTanGevo. Will you yield? 

Mr. Dorn. Yes. 

Mr. SanrancGevo. Do I understand you to say the reason the $1.5 
million is paid is to make equity payment because of the low purchas- 
ing power of the dollar? 

Mr. Dorn. I think that has a certain amount of realism in it, but 
I believe the real reason is by way of goodwill rather than any ie or 
cause. 

Mr. Marurarp. Will the gentleman yield ? 

The purchasing power of the dollar is irrelevant because the tre aty 
provides it is to be paid in Panamanian money or its equivalent. 

Mr. Santangelo. I sought enlightenment as to whether that is the 
reason for the $1.5 million. 

Mr. Dorn. I think it is in the nature of goodwill. 

Mr. Marurarp. The treaty says we can pay this in the equivalent 
of this amount of money 1 1 balboas: as I see it, it might be paid in 
rubles. 

Mr. Mayer. I do not know whether it is a gold agreement or not. 

Mr. Sanrancoew. I think Mr. Dorn’s statement, even though you 
disagree with it, to a certain extent is a valid one. If the taxpayer 
is going to pay the $1.5 million and it is not coming out of the opera- 
tion of the canal, to that extent the American taxpayer is paying more 
money and the American fleet is paying more money than the other 
users. Of course, you disagree with that. I understood that. It seems 
logical to me. 

Mr. Mayer. If you want to depart from the sovereignty angle, and 
vo back to the business-practice angle, and just skip sovereignty, then 
you go back to the mere business of capitalizing a utility. You start 
cut in the beginning and you acquire plant. 
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Mr. Bonner. You are not advertising this proposition for the State 
Department, are you ? 

Mr. Mayer. No comment. I think I have done as much as I can 
to try to make my point. I know that Mr. Dorn does not agree with 
me and I respect his opinion. 

Mr. Dorn. Nothing further. 

Mrs. Sunutvan. Mr. Bonner? 

Mr. Bonner. No questions. 

Mrs. Suutuivan. Mr. Allen? 

Mr. Auten. Madam Chairman, a few minutes ago in answering 

a question of Mr. Dorn you referred to the statement of Senator 
Holl: und. Do you mean Secretary Holland of the State Department 
or Senator Holland ? 

Mr. Mayer. I beg your pardon. I meant Secretary Holland. 

Mr. Aten. On page 4 of your statement, it reads: 

It is a certainty that if the annuity increase is made an annual obligation 
for the Panama Canal Company, that it will be the tolls payers who will pay the 
lion’s share and employees in the zone will pay the rest. 

The Governor this morning indicated that he would keep the em- 
ployees out of it. Do you have reason to say the employees would be 
paying part of it? 

Mr. Mayer. I do not think I can answer that question to the satis- 
faction of the committee, but I am informed by our people who have 
gone into the auditing aspect of this thing that in the allocation of 
costs for goods and services to employees, a portion of this would be 
passed on to them. 

I would like to defer to Mr. Kroll, of the Luckenbach Steamship 
Co., on that. 

Mr. Kroiu. Well, the matter of goods and services that are fur- 
nished to the canal, there are two elements of cost: One is the cost of 
what you are selling, or the cost of the service that you are furnishing, 
and then there is an indirect cost, which is your corporate overhead, 
that cannot be allocated to any one specific can of beans or services; 
that is of general nature and the costs are known at the end of he year, 
usually. 

These are also costs of doing business. Therefore, when goods and 
services are priced, you can determine largely at the time what those 
services and goods are going to cost you directly, because you buy 
your can of beans wholesale, and you know what it is going to cost you. 

You have to recover a certain amount, or persaps all of your over- 

ead, if you are going to be in business for profit, or if you _ not 
going to be in business for profit, you should recover all of your 
overhead of doing business, which is your hasic charge. 

Therefore, in pricing goods and services, you have to add an ele- 
ment. You have to add an element of your indirect expenses, which 
are corporate charges. 

In our determination of what corporate charges are, Canal Zone 
Government costs—the net cost of the Canal Zone Government 
interest on the net direct investment of the government, administrative 
costs, which are the Governor’s salary, to maintain his residence, et 
cetera, and annuity payments. 

All of these are corporate charges, and they are not imposed on any 
one of certain commodities, or services, but they are recovered in part, 
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or in whole, or in some manner on the percentage by which your direct 
services and your cost of goods sold are sold to customers, such as, 
well, in the case of the Panama Canal, the Company and zone, it 
would depend in some smal] measure on the employees and their rent, 
their food, light and power. It would be passed on in large measure 
to the tollpayers as a cost of service of going through the canal. 

I do not see how it would be possible not to have some element of 
these costs pass on to the users, if you are going to provide these 
services and the goods at greater than what it costs you directly. 

I hope I have answered the question. 

Mr. Atien. Could you give us an approximation in dollars, if the 
annuity increases and the annual obligation of the Canal Company, 
how much of the annuity would indirectly be taken from the Canal 
Zone employees 4 

Mr. Krotu. As far as we can determine at the moment, about 80 
percent—I would say roughly as far as I know—about 80 percent of 
the overhead corporate charges are now paid by tolls, and the balance 
is spread over these costs of other services. 

Mr. ALLEN. $300,000 a year would go against the employees / 

Mr. Krou. T here are other services. 

Mr. Mayer. I do not think he means to say the total balance, because 
there are other business activities, such as the steamship line, the rail- 
road, repair services, et cetera. 

Mr. Krouu. That is right. 

Mr. Auten. At least a part of the $300,000 would go to it. 

Mr. Kroiu. Some part of it. It is difficult to determine. I do not 
think you could determine it. 

Mr. Auten. I am somewhat confused on the accounting that might 
be involved if we use the market value and charge the replacement 
of facilities against the company. I take it that the difference be 
tween market and book value would be sort of a capital gain in the 
nature of an income, while the investment in the new facilities would 
be in the nature of new added capital investment. 

How would you handle it on the books of the Canal Company ‘ 

Mr. Krorz. The properties that now exist there ak 1 be written 
off of the books at their book value, which would be $4,500,000. 
They would be written off at their book value. 

Then you would bring on to the books the cost of replacing the 
facilities, which would be somewhere in the neighborhood of $14 
million, so you would have the difference between $4,500,000 and $14 
million as an added capital cost. 

Mr. Aten. But if you transferred them out of the market value 

Mr. Krouu. Then you would have capital gains. 

Mr. Atten. What would you do with that / 7 

Mr. Krom. That would be put into the surplus to be applied 
against other purposes of the canal. 

Mr. Mayer. Including replacement. 

Mr. Auten. Is that reduction of the tolls or reduction of the invest- 
ment of the United States? 

Mr. Kroti. Reduction of the investment of the United States. 

Mr. Auten. Then the tolls would be based in part on the capital 
charges of the smaller investment ¢ 


Mr. Krouu. Yes. 
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Mr. ALLEN. Would you take the difference between the market value 
and replacement charges less the book value as the reduction of the 
investment ¢ 

Mr. Kroiy. It would result in that conclusion ; yes. 

Mr. Auuen. Is that the way the bookkeeping now is set up legally ? 
Would it so result ? 

Mr. Krouu. It would so result ; yes, sir. 

Mr. Zincke. You used an analogy of a company that would set up 

t plant after purchasing the land, and then you went on to say it 
von { be unthinkable that at a subsequent time they should pay an 
additional sum because values had increased. 

Is it your opinion that if your hypothetical plant, for example, gave 
some kind of facility to the community that that would affect its fee 
simple title to its original claim ? 

Mr. Mayer. No. If they bought a piece of property on. this area 
and subsequently took this much and gave it to the community, it 
would not affect their title in the balance. 

Mr. Zincke. Is that not the analogy you were seeking to draw, that 
if the Canal Company was required to pay the annuity which is a 
treaty soraeee that that would derogate against its sovereignty ? 

Mr. Mayer. I don’t think you have an an: alogy. 

Mr. Zincke. You used the analogy to begin with, Mr. Mayer. Are 
we to assume the analogy is not v: alid in either case? 

Mr. Mayer. I didn’t choose that analogy. 

Mr. Zincxe. You chose the analogy of an additional payment by 
the factory. I am simply asking if that additional payment were 
made as a donation to the community would that affect the fee simple 
title that it had ? 

Mr. Mayer. That is not the same analogy. The analogy in the set 
of facts you put forth is this: Assuming the same piece of land, and 
then we took this parcel and gave it to the community, in order to have 
a par situation, the same set of facts, this plant would have to go back 
to the original seller and say “Now in addition to this act of charity 
over here, giving away a piece of this to a stranger, we are coming back 
to you and we will pay you more for what you originally sold us.” 

Mr. Zincke. Suppose the land was originally acquired from the 
community and a donation made to the community 4 Would that 
mitigate against the original fee simple title originally acquired ? 

Mr. Mayer. No. 

Mr. Zincker. How does it apply in this case ? 

Mr. Mayer. I don’t think you have an analogy. 

Mr. Zinckr. You say here we have an agreement with the Republic 
of Panama by which we pay them an annual sum. If that sum were 
increased and paid out of one of Uncle Sam’s pockets instead of an- 
other, that affects the sovereignty question ? 

Mr. Mayer. I don’t think you have an analogy. 

Mr. Zincke. I agree with you. I don’t, either. 

Mr. Mayrr. I think the analogy you are presenting is not the same 
as the one I presented, if I make myself clear. 

Mrs. Sutiivan. Anything else / 

Mr. Bonner. Your prime interest is whether tolls are going up or 
going down in the future as the result of this transaction. “Is that cor- 
rect ¢ 
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Mr. Mayer. It might be so stated. We have to have this as our 
prime interest: That only those charges as are properly allocable to 
transit facilities be ch: irged i in tolls. 

Mr. Bonner. That is what I want to get clear in my mind. 

Just what are the expenses in the Panama Zone on which tolls are 
based? Isn’t the whole operation taken into consideration to base 
the tolls? 

Mr. Mayer. The tolls shall be calculated at a rate or rates designed 
to recover operating, maintenance, repair—they don’t use those words 
but that is the equivalent of it—interest in the direct net investment, 
and that annuity agreed to in 1903 and in 1936, and then they use the 
words “Appurtenance and facilities related to the canal.” 

Mr. Bonner. The entire cost, interest on the original investment ? 

Mr. Mayer. The ditch and the appurtenant facilities. 

Mr. Bonner. And all adjuncts thereto in the operation, plus inter- 
est on the original investment. Is that correct ? 

Mr. Mayer. Yes, sir. 

Mr. Bonner. That is all taken into consideration whether it is the 
Government or Company ? 

Mr. Mayer. There is a little qualification on the Government but 
the net effect is that we pay about 84 percent of the cost to the Gov- 
ernment, too. There are some Government revenues there. 

Mr. Bonner. If that is the fact and you are objecting to the dis- 
position of this land on book value, should not the value of the canal 
he adjusted sooner or later? 

Mr. Mayer. To market value? 

Mr. Bonner. Yes. 

Mr. Mayer. We don’t think so. 

Mr. Bonner. I am just asking. 

Mr. Mayer. Let us take another analogy. 

Mr. Bonner. If we were to go over into Nicaragua and have to 
build a canal and we had the same terms attached to it, the transit 
cost would be much greater, would it not? 

Mr. Mayer. Yes, sir. The transfer of the assets that you are talk- 
ing about—— 

Mr. Bonner. Still over in Nicaragua we then would certainly have 
to cut off a big piece for national defense. 

Mr. Mayer. I presume so. 

Mr. Bonner. If we are going to argue this book value on one side 
of the ledger we have to argue it on the other, do we not ? 

Mr. Mayer. I think so, too. Let us take the only precedent we have 
for what you are proposing, at least the only ones I know of. The 
Panama Canal Company recently transferred some lands to the United 
States Navy. In other words, it was an intragovernmental transfer. 
They were transferred at book value. Conversely we took over some 
lands from the Coast Guard. They were taken over at book and not 
market value. 

The corporation known as the Panama Canal Company in 1951 
took over some assets from the old Railroad Company. One piece 
of the Government handed it over to the other. 

I don’t known of any transactions where one agency of the Gov- 
ernment makes a capital gain on the other. 
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The only precedent we have in the canal itself is to the contrary. 
The Canal Company gave land to the Navy and it went at book value, 
no profit. Itis in the Government family. 

Mr. Bonner. I understand that. 

Mr. Mayer. The converse is when the Panama Canal Company 
said “We will sell this ship. This is not in the Government. This 
is going to a pr ivate, moneymaking organization, and therefore it is 
market value.” 

These lands are going to some stranger to the United States Gov- 
ernment. I don’t mean it in the usual sense, but they are going to a 
separate entity, and thus I don’t think we transfer them at book value. 

Mr. Bonner. Your idea that the land ought to go at book value 
is to reduce the cost, the original cost to the Panama Canal, and 
thereby reduce the percentage cost of tolls for transit? 

Mr. Mayer. I think you meant market value. Yes, that is correct, 
just as was the case in the steamship and just as was "the case of our 
previous transfer to the Republic of Panama. 

One ‘e before we transferred something to them. 

Mr. Bonner. I am asking this only in a friendly way. Do you 
know of anything else that has gone down instead of going up? 

Mr. Mayer. No, I don’t. 

Mr. Bonner. How about the tolls? 

Mr. Mayer. They have stayed the same. 

Mr. Bonner. That and Coca-Cola are about the only things that 
have stayed the same. 

Mr. Mayer. Yes, but there is increased volume there. Volume has 
substantially increased so that with the same fixed rate you can main- 
tain the same price. Maybe that is what happened with Coca-Cola. 

Mr. Maiutarp. A Ford automobile probably is cheaper now than it 
was in 1905, 

Mr. Bonner. I am sympathetic toward your purpose. 

Mr. Mayer. Everything else has gone up and why have the tolls 
not increased. I believe the answer is found in the arithmetic of the 
operation of the Company. They are having recordbreaking volume 
down there and with the same fixed e: apits al and with but minor in- 
creased operating costs they can obtain this substantial additional 
revenue. That isa matter of record in reports of the Company. They 
are having record tolls revenues. The company representatives will 
agree to that. 

Mr. Sanrancevo. Tolls are based upon the weight of the ship rather 
than the cargo? 

Mr. Mayer. Based generally upon the capacity of the vessel to 
handle cargo if it is in fact laden. It doesn’t have to be fully laden 
to pay the full rate. 

Mr. Sanranceto. It pays the rate on the weight of the ship rather 
than the value of the cargo or the weight of the cargo? 

Mr. Mayer. Measurement tonnage; yes. 

Mr. SantTance.o. So the volume you refer to is the volume of ships 
rather than the volume of tonnages? 

Mr. Mayer. That is right. 

Mr. SanranceLo. And not the value or the weight of the cargo? 

Mr. Mayer. No, this is total chargeable volume of traffic through 
the canal. If you send a vessel through the canal completely empty in 
ballast, then it has a lesser rate. 
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If you send it through with a 10,000-ton cargo capacity it pays as if 
the vessel were fully loaded. 

Mr. Santanceto. Perhaps the record indicates it, but what are the 
toll charges per ton ? 

Mr. Mayer. Ninety cents per admeasurement ton, which is a 
formula devised in 1938 by the Canal Company for determining how 
they charge a vessel. It is somewhat related to net register tonnage 
which is the revenue- -producing capacity of the ship. 

They do not charge for public ways, crew’s quarters, and so on, but 
just the portion of the ship you can make money on. 

Mr. Auten. You keep saying tolls have not gone up. Do you know 
what a ship paid as a toll on an average in 1918 ? 

Mr. Mayer. I should have said in recent history. I thought that 
is what Mr. Bonner’s question related to. I will stand corrected on 
this, but the toll rate isnow what it was in 1938. 

Mr. Atten. Has not the size of the ship changed ¢ 

Mr. Mayer. Definitely. 

Mr. Aten. You are now getting three times as much per ship 
as you got in 1918? 

Mr. Mayer. Toll revenues / 

Mr. ALLEN. Yes. 

Mr. Mayer. I cannot answer that but it is much more than twice 
as much I would guess. We are now running vessels at net register 
of 7,500 and it used to be 3,200. It is double or more. 

Then we have these tremendous ore carriers and combinations 
which the world never saw before which produce a tremendous reve- 
nue, many times over a Mariner which is our biggest cargo vessel. 

Mr. Auten. In its extreme it is around 80,000 tons against three or 
four thousand tons? 

Mr. Mayer. Perhaps so. You probably get below three or four 
thousand, 

Mr. Arxien. Same locks and al] the rest of it the same so far as 
capital investment is concerned ? 

Mr. Mayer. Yes. 

Mr. Aten. The other question along Mr. Bonner’s suggestion on 
putting a market value on the canal, if we should decide to sell the 

canal to some agency outside the United States would you at that time 
have any figure as to the value ? 

Mr. Mayer. I certainly would as a taxpayer. If I were still 
representing the steamship industry and as a result of this transaction 
it was no longer of any use to us as a utility, and we are no longer 
involved in its financing, I could not speak as a representative of 
this industry but I could speak as a taxpayer and if called upon I 
would. The transfer should be at market value definitely. 

Mrs. Sutrtvan. If there are no further questions we thank you, 
Mr. Mayer, for your testimony and patience this afternoon. 

Mr. Mayer. Thank you very much for your time. 

Mrs. Suuuitvan. The next witness is Mr. L. Kermit Gerhardt, 
Assistant Director, Civil Accounting and Auditing Division. 

Mr. Gerhardt is accompanied by Mr. Hunter, Mr. Friend, and Mr. 
Eckert. 

Mr. Gerhardt, have you a statement ? 
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Mr. Geruarpr. I have a statement which I would like to read, 
Madam Chairman, and at the conclusion of the statement we will 
be happy to try to answer any questions you may wish to put to us. 

Mrs. Sunuivan. Very well, you may proceed. 


STATEMENT OF L. KERMIT GERHARDT, ASSISTANT DIRECTOR, 
CIVIL ACCOUNTING AND AUDITING DIVISION, OFFICE OF THE 
COMPTROLLER GENERAL; ACCOMPANIED BY WALTER B. 
HUNTER, SUPERVISORY AUDITOR; C. P. FRIEND, ATTORNEY, 
OFFICE OF THE GENERAL COUNSEL; AND CHARLES E. ECKERT, 
LEGISLATIVE ATTORNEY, OFFICE OF THE COMPTROLLER 
GENERAL 


Mr. Geriarvr. Mrs. Chairman and members of the subcommittee, 
we are pleased to have the opportunity to appear before you to 
present our views on H. R. 6709, a bill providing for the implementa- 
tidn of certain provisions of the Treaty of Mutual Understanding 
and Cooperation Between the United States of America and the 
Republic of Panama and the related Memorandum of Understand- 
ings Reached, executed on January 25, 1955, and ratified by the 
United States Senate on July 29, 1955. 

We have been very closely associated with the operations of the 
Panama Canal enterprise through our audit activities. Reports on 
audit of the Panama Canal Company and Canal Zone Government 
have been furnished to the Congress for each year since the re- 
organization in 1951; reports on certain of the activities performed 
by one of the predecessor organizations, the Panama Railroad Com- 
pany, were furnished to the Congress for the fiscal years 1945 
through 1951. 

Our views on H. R. 6709 were set forth in a report to the chairman 
of the House Committee on Merchant Marine and Fisheries on April 
26, 1957. Our purpose today is to restate those views and to explain 
the basis for them for the benefit of this subcommittee. 

Article V of the treaty provides that upon enactment of authorizing 
legislation by the Congress certain lands and improvements owned 
by the Panama Canal Company and the Canal Zone Government 
shall be conveyed to the Republic of Panama free of cost. 

Section (a) of the bill authorizes the conveyance of these prop- 
erties. Included in the properties to be conveyed to Panama are 
the freight and passenger terminal facilities of the Panama Rail- 
road located in the cities of Panama and Colon. If this bill is passed, 
the Panama Canal Company will have to provide terminal facilities 
within the Canal Zone in order to continue operating the railroad. 
The Company estimates that about $149,000 will be required for 
alterations to existing structures and construction of replacement 
terminal facilities. 

Section (b) of the bill provides that the net book value of the 
conveyed properties and the net capital loss sustained in the disposal, 
relocation, or reutilization of any facility or property of the Panama 
Canal Company rendered excess by operation of specified articles 
of the treaty and memorandum, as established by the Company and 
approved by the Director of the Bureau of the Budget, shall be 
treated as extraordinary expenditures and losses incurred through 
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directives based on national policy within the meaning of section 
246 (d) of title 2 of the Canal Zone Code. Such extraordinary 
expenditures and losses are considered as repayments to the Treasury 
analogous to dividends which reduce the net direct investment on 
which the Company is required to pay interest. 

We agree with the intent of this section of the bill as indicated 
in the sectional analysis and comment on the bill by the Bureau of 
the Budget. However, we believe that the present language of the 
section may be subject to misinterpretation as to the basis for measur- 
ing the extraordinary loss attributable to a directive based on na- 
tional policy and its attendant effect on the investment of the United 
States Government in the Panama Canal Company. To avoid any 
possibility of misinterpretation, we suggest that the language of 
the first sentence in section (b) be changed to read : 

The net book value (original cost less accumulated depreciation and valuation 
allowances approved by the Director of the Bureau of the Budget) of the 
property * * *. 

We make this suggestion because section 246(d) of title 2 of the Canal 
Zone Code does not prescribe the basis for determining the amount of 
extraordinary losses attributable to directives based on national policy. 
We believe that the bill should clearly indicate that such losses shall 
be based on original cost of the properties conveyed less accumulated 
depreciation and valuation allowances. In our opinion, this is the 
only sound basis for measuring such a loss to the Company. 

Section 246 (d) was included in the Company’s original Federal 
charter in 1948. Since that date the Company has not sustained any 
extraordinary losses attributable to directives based on national policy. 
However, in establishing the net direct investment of the United States 
Government in the reorganized Company in 1951, the appraised value 
of certain lands conveyed to Panama in 1943 were recorded as a reduc- 
tion of the interest-bearing investment. We recommended in our audit 
report for fiscal year 1955 (H. Doc. 465, 84th Cong.) that the ap- 
praisal increments be reversed and that the Company pay ad Som ul 
interest. to the Treasury on the amount of the understatement in the 
interest-bearing investment for all years since 1951. The president 
of the Company recently requested a reconsideration of the position 
taken in our 1955 audit report. The president of the Company is of 
the view that the existing legislation requires that the extraordinary 
loss resulting from the 1943 conveyance of lands to Panama be based 
on their appraised value and precludes the recommended adjustment 
and additional interest payments from being made in the absence of 
amendatory legislation and requested a decision by the Comptroller 
General. This matter is now under consideration. However, even 
should an interpretation of the 1948 legislation legally require the con- 
clusion that transfers of properties shall be on an appraised value 
basis, we would maintain our position that such transfers should be 
on a book value (net cost) basis and we would recommend that the 
legislation be amended to so provide. In other words, we are of the 
opinion that it would be improper to reduce the interest-bearing in- 
vestment. of the Government in the Panama Canal Company for an 
extraordinary loss based on the use of appraised values unless the 
interest-bearing investment was first increased to reflect the appraised 
value of all properties. 
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Section (b) of the bill also provides that the capital investment of 
the United States Government in the Canal Zone Government would 
be reduced to the extent of the net book value of Canal Zone Govern- 
ment property conveyed to Panama. The Panama Canal Company is 
required by section 246(e) of title 2 of the Canal Zone Code to pay 
into the Treasury the net operating costs of the Canal Zone Govern- 
ment; thus, section (b) also relieves the Company of any further 
obligation with respect to the Canal Zone Government properties 
conveyed to Panama. 

The last paragraph of the bill would require the Company to re- 
imburse the Treasury for the amount of the increased annuity payable 
to the Republic of Panama as a result of the treaty. This is consistent 
with the principle that the Canal enterprise should be self-sustaining 
and its operations should involve no burden upon the United States 
taxpayers. We are in agreement with this provision but suggest that 
this paragraph be changed to clearly state that the incre: sed annuity 
payments made after the treaty was ratified on July 29, 1955, but prior 
to enactment of the proposed legislation, are to be included in the 
amounts to be reimbursed to the Treasury. 

Mrs. Sutiivan. Mr. Gerhardt, do you know what amount of the 
entire cost of the Canal that is charged to defense ? 

Mr. Gernarpr. I do not believe, Madam Chairman, there are any 
expenses of the Panama Canal Company and Canal Zone Government 
at the present time that are being charged to the Defense Department. 

Mrs. Suturvan. Could you tell us what part of the investment in 
the entire Canal Zone and canal operation is charged to defense ? 

Mr. Gernarprt. In the reevaluation of properties a certain amount 
of value was excluded from the net interest-bearing investment. That 
amount represented an approximation of the value of the properties 
in the Canal Zone for the benefit or use of the military. 

Mrs. Sutiivan. Would you have that figure in money or percentage ? 

Mr. Gernarpr. We think it is $93 million. 

Mr. Hunrer. Including the abandoned third locks construction 
the figure is about $94 million out of about $342 million, I think it is. 
It will be the $342 plus the $94 million. That would be the total. 

Mrs. Sutiivan. The figure is a little better than 20 percent charged 
to defense, then ¢ 

Mr. Gernarpt. Yes. 

Mrs. Suuutvan. Has the Bureau of the Budget recently figured the 
amount to be charged to defense and the amount for general use of the 
canal ¢ 

Mr. Gernarpr. On the value of the properties / 

Mrs. Sutiivan. Yes. 

Mr. Gerwarpr. That study is under review by the Bureau of the 
Budget at the present time. The company presented a report to the 

sureau of the reevaluation of its properties in February of 1956, and 
the Bureau of the Budget is reviewing that now since under the legis- 
lation they are ch: arge .d with the responsibility of approving that. 

Mrs. Scxutvan. But they have not given a report recently ? 

Mr. Geruarvr. The matier is still under study as we understand it. 

Mrs. SuLLivan. Questions ? 

Mr. Au.en. I mentioned earlier in connection with that phrase 
which has to do with book value as agreed to by the Bureau of the 
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Budget something about some apprehension I had inasmuch as GAO 
as an arm of Congress might be in conflict with the Bureau of the 
Budget as an arm “of the executive department and we might be get- 
ting a little the worse of it. Have you any comment on that? 

Mr. Greruarvr. The Director of the Bureau of the Budget did re- 
quest our views on the valuation established by the company. We 
have commented rather extensively on that to the Bureau pointing out 
our position. 

We do not know exactly what position the Bureau is taking on most 
of the items. There is only one item which is of principal significance 
where there may be a difference of opinion, and that would be in con- 
nection with the depreciation of the canal itself. 

Our position is that the canal should be depreciated. The Bureau 
of the Budget, I believe, does not exactly disagree with that but I 
think that the idea is that it should be h: andled in a somewhat differ- 
ent manner. 

Other than that, Mr. Allen, I don’t think there are any major dis- 
agreements between the Bureau of the Budget. and ourselves. 

Mr. Auten. That is more good fortune than good law, I believe. 

Both of these bureaus are on the executive side of the Government 
and if there would be a decision there as to the carrying out of the 
law the GAO still would have the right to criticize either or any of 
them if the meaning of the law were at all departed from. 

Mr. Gernarpr. The Bureau of the Budget has the responsibility of 
approving the valuation of the transferred assets. However, if we 
were not in agreement on any major item we certainly would report 
it to the Congress. 

Mr. Auten. I ama little confused by your statement as to what hap- 
pens to the toll structure. As I understand it, you would dispose of 
these properties at the book value and that would reduce the net in- 
vestment of the Government and thereby reduce the toll charges by 
the amount of carrying charges on that portion of the investment 
which has been reduced. 

Would you then add to the investment the cost of replacing the 
facilities with other facilities and increase the toll charge base by 
the antey ing charges on the investment of the new facility ? 

Mr. Gernarvt. Mr. Allen, we believe that the replacement costs 
should be an additional investment in fixed assets of the company to 
be depreciated over the life of those assets, and if the replacements 
are financed through additional appropriations there would be an 
additional charge for interest because of the increased investment. 

Mr. Aten. Does that in effect say that the Company now has fa- 
cilities which are usable for a period in the future which they carry 
at one capital amount which they would be required to give up but also 
to replace at a higher capital investment than those presently existing 
and without any operating reason for so doing at the time? 

Mr. Gernarpr. The difference in cost to the Company would be the 
increased depreciation cost and the increased interest cost. 

However, this would be offset to some extent by the decrease in 
maintenance costs. 

Also I think that some of those properties which are being con- 
veyed probably would have had to be replaced by the company some- 
time in the future. 
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Mr. Auten. I can agree with most of that, but as a matter of follow- 
ing the commitments ‘that were made in the Senate when the treaty 
was ratified and the statements which have been read into the record 
made by several of the Senators at the time, that the implementation 
of the treaty would not raise the tolls, is it not quite possible that under 
your interpretation of this proposed legislation that the tolls would be 

raised insofar as those items are concerned ? 

Mr. Gernarpt. I don’t know exactly what the effect would be, but 
I seriously doubt that the additional interest charges and the deprecia- 
tion costs would completely use up the amount of profit which they are 
now realizing on the operation. 

Mr. Auten. Asa practical matter you may be right but theoretically 
there are not supposed to be any profits. Is it not true that if you 
increased the capital investment that you almost of necessity increase 
the base on which tolls are computed ? 

Mr. Gernarpr. That is right, Mr. Allen. There undoubtedly would 
be an increase in cost. 

Mr. Aten. As a theoretical proposition the implementation bill is 
contrary to the position taken by the Senators before the treaty 
was agreed to with regard to that provision on raising tolls. 

Mr. Geruarpr. I would say that the position taken in connection 
with the treaty probably is inconsistent with the Canal Zone Code 
which prov ides that the canal enterprise shall be operated on a self- 
sustaining basis. 

Mr. Aten. I think you also stated here on page 5 the payment of 
additional amounts, increased annuity in particular, should be 
charged to the Company on the principle that the enterprise should 
be self-sustaining. 

Is it not also true that an enterprise which is self-sustaining and in 
need of no further capitalization should not have its capital structure 
changed in effect by considerations entirely outside the operation of 
the enterprise ? 

Mr. Geruarpr. I would not consider the Panama Canal Company 
and the Canal Zone Company to be agencies entirely outside the 
Government. 

Mr. Auten. This is an enterprise affecting the whole of the United 
States, isit not? Iam trying to get at the base for paying this addi- 
tional cost, and it gets back in my own mind as to whether the addi- 
tional charge should be paid by the people who work there plus the 
Americans who run the ships through, which would be the case if it 
is charged back to the company; or should it be a changed base on the 
whole enterprise of the United States and therefore coming out of the 
general taxpayers. 

Mr. Geruarpr. In the first place the payment of the additional 
annuity, the increased amount, would have no effect on the employees 
in the zone because it is a cost charged entirely against the transiting 
activity. 

Mr. Auten. Does not the transiting activity in turn control the 
business-type services which the employees use and apportion to those 
business-type services part of the general overhead? 

Mr. Geruarpr. That is not quite right. 

We maintain that the general administrative costs and interest 
should be allocated to the transiting activity and also to the supporting 
services which would include the employee services. 
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Mr. Eckert. Your transiting activity is the direct expense base, 
and as to the other activities a percentage of that is charged to the 
companies. All of the transiting activities are a direct charge, and 
that would include the annuity, so that would have nothing to do with 
the employee functions. 

Mr. Auten. You and Mr. Kroll do not agree on that ? 

Mr. Ecxerr. No. 

Mr. Hunver. I call your attention to page 75 of our 1955 audit 
report. This is the Company statement of canal and other marine 
operations. It shows that the annuity to the Republic of Panama is 
part of the canal operation only. 

Mr. Bonner. What do you mean by that 

Mr. Hunver. The annuity is a direct charge to the canal operation 
only. It is in no way involved in the general corporate expense which 
is not allocated to anyone under the Company’s accounting policies. 

Mr. Ecxerr. The charges that go to make up tolls are composed of 
direct charges to transiting plus overhead items. The annuity is an 
item which goes directly to transiting and thus a direct charge into 
the tolls base, whereas the general corporate expense goes in on a 
percentage basis, if that clears it up. 

Mr. Bonner. They are all necessary to be there in order to make the 
canal function. 

Mr. Eckert. That is correct. 

Mr. Hunrer. We feel so and we have so recommended, that the 
Congress amend the toll statute to provide that it can be considered 
that way. 

Mr. Atien. One other question which goes to this statement on 
page 3 at the bottom of the page. That is the recommendation that 
the appraisal increments be reversed. I think that is the situation we 
discussed several times in these hearings involving an initial decision 
that the market value should be used and in a subsequent decision the 
book value should be used? Is that the point? 

Mr. Eckert. That is the point; yes. 

Mr. Atten. I am wondering if there is any finality to the opinion 
at any time, particularly if the GAO makes an interpretation and sub- 
sequently the committee or the Congress acts with that situation 
having been completed. Does GAO still reserve the right, as it were, 
to reverse the decision which went ahead of the subsequent action of 
Congress ? 

Mr. Eckert. On that particular point we made no specific decision 
except that indicated in our audit report for 1955. The president 
of the Company, as I pointed out, has a view that the legislation re- 
quires it be handled on the basis of appraised value. There is noth 
ing in the statute itself on the point. 

There was some testimony at the hearings in 1948 which indicated 
that it might be handled in this partic ‘ular manner, but the statute 
itself does not set forth the manner in which an item of that nature 
shall be treated and, as pointed out in the statement, that matter 
now is under consideration to definitely determine whether this 
statutory language would require it to be handled in the manner in 
which the president of the Company believes it should be. 

Mr. Auten. The point I am getting at is this: We take the rulings 
of GAO as rather an indication of how laws phrased in the same 





LAND TRANSFER UNDER PANAMA TREATY 67 


language will be interpreted. What I am curious about is when the 
GAO decision becomes final with regard to the meaning of language ? 

Mr. Eckert. If I could, Mr. Allen, I would like to answer that. If 
the Congress in the statute directs a ‘partic ular action and GAO con- 
strues it, so far as I am concerned there is no problem. Here we 
have a situation where the statute itself is silent on the particular 
prom m that we are concerned with. We have considered it one way, 
the Governor has considered it another way. He has asked our advice 
on it. That is pending at the moment. Our decision will, of course, 
have to go one way or another. Our statement indicates that if we 
are required to reach a legal conclusion that the appraised value is 
the sense of the statute, then we would recommend to this committee 
and to the Congress that the legislation be changed, but the decision 
would be followed unless and until Congress took some action. 

Mr. Atuen. Thank you. 

Mr. Bonner. I was interested in the very point you raised, Mr. 
Eckert. If the legislation did not state that they should charge this 
off at the appraised value, how did it get into argument? Was it in 
the report ? 

Mr. Frienp. No, sir; it was not in the report. 

Mr. Bonner. I remember at the time this took place there was some 
discussion in the hearing concerning the credit they should receive. 

Mr. Frrenp. That is correct, sir. 

Mr. Bonner. The committee generally understood that they would 
receive the appraised value. 

Mr. Frienp. I know from our records that there was a discussion 
of this in the hearings. 

Mr. Bonner. That is right. 

Mr. Frienp. But there is nothing in the report of either the House 
or the Senate as to what the position of the Congress actually would be. 

Mr. Bonner. It did not pin it down. That issue was discussed and 
at the time I thought that the Panama Canal Company or the op- 
erators at that time would get the appraised value for the property. 
It just did not make it clear. 

Mr. Frrenp. No, sir; it did not. 

Mr. Maruiarp. May I interpose for an additional question here? 
I am sorry I was out of the room for awhile here. As I understood 
the Governor, he indicated he was going to put in our record a letter 
from GAO some years ago saying that it should be taken at the 
appraised value. 

Mr. Geruarpr. There were accounting instructions issued to the 
Company which I think indicated that appraised values should be 
used. Ithink so. 

Mr. Maiiurarp. That must have been your construction of the 
statute at that time. 

Mr. Eckert. Excuse me, if I may interrupt, I am not too sure that 
the Governor referred to that or to the present submission or current 
submission that he has. He may have referred to an earlier letter 
from GAQ, but the matter is being considered, Mr. Mailliard, at the 
present time at the request of the Governor. He has submitted the 
problem to the Comptroller General as to whether it should be ap- 
praised value or book value. 
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Mr. Bonner. You were raising the point that there was a former 
decision by the Comptroller General. ‘That is what I understood. 

Mr. Maruuiarp. The Governor told us here—I have heard it said 
before by others, but I think you will find it in the record of this testi- 
mony this morning—that at the time this transaction had to be ac- 
counted for, GAO told him to account for it at the market value, 
which he did, and that now quite recently GAO has submitted to the 
Congress a statement that the Canal Company is in default because 
they did what GAO told them to, and I do not understand that. 

Mr. Hunter. This transaction was originally recorded on the books 
of Panama Railroad Company back in 1948 at cost, I believe. Then 
along—— 

Mr. Mariurarp. Just a moment, sir. I think if we start believing 
we are going to get in trouble. What did happen ? 

Mr. Hunter. I have not examined the eet of the Panama Rail- 
road Company prior to 1948, but in 1948 the entry was recorded at 
appraised value increasing the value of these properties to some 
$11 million. That was done on the basis of instructions by a member 
of the General Accounting Office, not the Comptroller General. At 
that time it was all Panama Railroad oCmpany 

Mr. Marixirarp. May I interrupt you there? Iam a little confused. 
Do you mean an employee of the General Accounting Office can issue 
instructions to another agency of the Government and this is binding 
on the Comptroller General ? 

Mr. Ecxerr. At that point, if I may explain it this way, our ac- 
counting people do issue continual letters of advice and counsel on 
the he andling of accounting matters to different agencies of the Gov 
ernment. As the Assistant Director of our audit staff, Mr. Gerhardt 
directs letters to the Panama Canal Company on accounting problems, 
the handling of different mechanics. Unless some question arises as 
to whether there was agreement on it, it would not necessarily be 
handled by the Comptroller General. In this particular instance, I 
think I have a reference to that letter if you would like me to refer 
to it. We have a letter from the Governor which refers to a letter 
dated August 19, 1948, to a Mr. T. H. Rossbottom, vice president, 
Panama Railroad Company, from a Mr. Harold Morse, former As- 
sistant Director of our Corporation Audits Division, setting forth 
the mechanics involved in the handling of capital and surplus ac- 
counts. That is undoubtedly the letter he referred to, in which he 
referred to the capitalization of these items on the books of the Panama 
Canal Railroad. 

Mr. Martitarp. Then if I get the sequence of events, the Panama 
Railroad at that time asked for advice, and someone in a reasonably 
responsible position in the General Accounting Office told them how 
to set it up + the books. Then when the assets were taken over by 
98 Panama Canal Company, this procedure was absorbed by the 

Canal C ompany. Now for some reason which mystifies me you declare 
that the Canal Company is in default because they did what they did 
on the advice of the Assistant Director of your agency which is sup- 
posed to have jurisdiction. This just beats me. 

Mr. Ecxert. I think what happened here is that we had a change 
in 1951 under the reorganization legislation, and a new concept and 
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a new audit approach. After our people reviewed the matter and 
went over it, they raised this question. They did not reach it until 
probably 2 or 3 years after the transfer and the reorganization. It 
appeared last year for the first time in our report for the year 1955. 
In going over this whole situation and trying to rationalize the han- 
dling of these asset transactions, it was our audit group’s recommen- 
dation and the recommendation to the C ompany by the Comptroller 
through this report that all of these types of transactions should be 
handled on a book value or net cost basis, and that is a reversal, un- 
doubtedly, of the position taken by our audit group who handled this 
transaction in 1948. 

Mr. Mariuiarp. Why? 

Mr. Eckert. I tried to explain it was because of the overall situation 
and the need to give uniform treatment, in my opinion—I am not an 
expert, and Mr. Gerhardt may add something to this—of the handling 
of these various types of assets. As an example, in this particular in- 
stance we are not appraisal experts but we have some doubts as to 
appraisal values which might be set if you do not have a sale proposi- 
tion for property such as ‘these old homes, such as the Hotel Wash- 
ington. On the other hand, we look at the books of the Company and 
find the Hotel Tivoli which is operating on the other side and is today 
on the books at $13,000. If you handle one transaction on a net cost 
basis, then you should handle all transactions on a net cost basis. If 
we use the appraised method for the disposition of these properties, 
maybe we had better look at the Tivoli under the reevaluation of as- 
sets and set a current value figure on the Tivoli. 

Mr. Maiiur1arp. But there is a very definite distinction, is there 
not, between something which is a deal from one end of the Govern- 
ment to another, and something which is an asset of the United States 
Government, whichever pocket it may be in which is disposed of to 
some outside agency. I do not know whether you were in the room 
when I suggested that if the Panama had been turned over by treaty 
to the Republic of Panama instead of sold to the APL, you would have 
said transfer out at book value. 

Mr. Ecxerr. Yes, sir: necessarily the net cost figure. 

Mr. Bonner. Will you yield to me 

Mr. Mattxarp. I guess Mr. Allen has the floor. 

Mr. Atten. I want to ask one question and then I will be delighted 
to yield. Does not your handling of this transaction and reversal of 
ruling have the effect of establishing a toll base over a period of the 
past in which the users of the canal have paid certain tolls, but you are 
now saying because they did not pay as ie h as you should have col- 
lected on the increased capital that would be remaining in the Com- 
pany, the future users should make up for that lack of past revenue? 

Mr. Eckert. I think to some extent you might say that would be 
true, but we have had the problem of doing that constantly year after 
yar, and it is not over, as you know, because we still have not the evalua- 
tion of assets down there on which to start the real accounting from 
the 1951 reorganization. That is still in the Budget Bureau’s hands. 
We will not have a clean answer even now for a takeoff date of 1951 
until that is cleared up. 








70 LAND TRANSFER UNDER PANAMA TREATY 


Mr. AtLeN. My point is, Should not the Government pay for its own 
mistakes rather than charging them to future users ? 

Mr. Hunrer. The earnings of the Company since 1951 have been 
sufficient to cover that. 

Mr. Auten. That is because the toll was too high, obviously. I 
yield, Mr. Bonner. 

Mr. Bonner. Were any of you gentlemen here at the time this 1948 
transaction took place ? 

Mr. Gernarpr. No, sir. 

Mr. Bonner. You generally take into account the intent of Con- 
gress, do you not ? 

Mr. Geruarpr. That is right. 

Mr. Bonner. Do you have any idea, from reading the record that 
we made during this transaction, that those who prepared the let 
heard the discussion and knew of the intent of Congress ? 

Mr. Ecxerr. We are at the present time, Mr. Bonner, researching 
that problem. 

Mr. Bonner. That is a fair question to answer—— 

Mr. Ecxerr. Yes, sir. 

Mr. Bonner. Because I know it was the intent, but of course I am 
not trying to influence you one way or the other. However, it was dis 
cussed and it was rather startling to me when I saw this provision 
in this bill ca, You have a perfect right to set up the policy now, but 
I do not think it is exactly fair after the legislation has been enacted 
to attempt to change policy passed on the intent of Congress. That is 
the oy question I have. 

Mr. Geruarpt. Mr. Bonner, we are in agreement with you on that, 
and we are at the present time studying that problem to determine 
whether the instructions did or did not carry out the intent of Con- 
gress. 

Mrs. Sutirvan. We have one request which counsel would like to 
make of you, Mr. Gerhardt. 

Mr. Zincke. Mr. Gerhardt, is it possible for you to furnish, based 
on reasonable assumptions, figures on the impact of the treaty and the 
implementation the reof on the canal costs? 

Mr. Geruarpt. Mr. Zincke, based on the Company’s estimates of re- 
placement costs, market values, I think we could furnish you with a 
statement of that sort. 

Mr. Zincke. We would appreciate that for the record. 

(The information referred to follows :) 
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Financial effect of H. R. 6709 


Assumptions 


With Company replace- 
Per H. R. 6709 ments financed from ap- 
propriations and 


With Company replace- | Capital losses) Replacement 





















ments financed from measured costs treated 
based on iS extra 
market lary ex 
Available Appropria value ure 
casi tions 
Increased annual costs 
Depreciation on replacement facilities of 
the Company $145, 000. 00 $145, 000, 00 $145, 000. 00 
Interest on the increase in net direct invest 
ment in the Company 162, 000. 00 162, 000. 00 
Depreciation on replacement facilities of 
Canal Zone Government 2 171. 000, 00 171. 000. 00 171. 000. 00 
Total. _. 316, 000. 00 478, 000. 00 478. 000. 00 
Reduced annual cost 
Depreciation on Company facilities to be 
conveved or to become unusable 128, 000. 00 128, 000. 00 128, 000. 00 128, 000. 00 
Interest on reduction in net direct invest 
ment in the Company which will re 
from treating conveyed and unu 
facilities as extraordina losses 87, 000. OO 87, 000. 00 180, 000. 00 87, 000. 00 
Jepreciation on Canal Zone Government 
I ilities to be conveyed or to become 
unusable ? 58, 000. 00 58, 000. 00 58, 000, 00 58, 000. 00 
Total 273, 000. 00 273. 000. 00 666. 000. 00 273, OOO. Of 
Net increase decrease) in costs resul 
ing from facilities being ec ved 
Panama or becoming unusablk 13, 000. 00 905. 000. 00 188. 000. 00 ~ 273, 000. OK 
Increased annuity payable to Panama 1, 500, 000.00 | 1, 500,000.00 | 1, 500,000.00 | 1, 500, 000. 00 
Net increased cost 1, 543, 000. 00 1, 705, 000. 00 1, 312, 000.00 | 1, 227, 000. 00 
Effect on tolls per Panama Canal ton: 4 
Laden vessel 037 041 032 02 
Vessels in ballast 030 033 025 (2 
Vessels charged on basis of displacement 
tonnage 021 (2 O18 Ole 
Effect on tolls if the Company is not requ 1 
to reimburse the Treasury for the increased 
annuity: ¢ 
Laden vessel 001 5 005 "7 
Vessels in ballast 0O1 004 004 OO 
Vessels charged on basis of displacement 
tonnage . 001 003 - (02 — (04 


Our computations are based on the book value, estimated market values, and estimated replacement 
costs appearing in the Bureau of the Budget’s sectional analysis and comment on the bill. Data are not 
ivailable to determine whether the Company would have sufficient cash to finance the replacement facilities 
without appropriation Consequently, we have calculated the additional costs that would result fron 
financing the replacement facilities (1) from available funds, and (2) from appropriated funds 

2 In the absence of detailed data regarding the original cost of the facilities to be conveyed or to become 


unusable and the annual depreciation thereon, we used an estimated average service life of 45 years and 
‘ r 1 


book value of 61 percent of original co i hese estimate ire based on available data relating to a con 
parable group of Company facilities An average useful life of 45 years also was used in calculating the 
depreciation on replacement fac ilities 
Interest costs were calculated at the rate prescribed by the Secretary of the Treasury for fiscal year 1957 

2.485 percent 

4 The effect of the increased costs on toll rates would, of course, be contigent on the number and types « 
ships using the canal, Our computation is based on the assumption that 1956 was a representative ye 
I increases and decreases resulting fre | uted as percentages of actual t« 
revenue for fiscal year 1956. These percentages were applied to the existing toll rates to determine the 


+} 


resultant increases and decreases i e three type of tolls rates 














1 





1 the various proposais wert CO 
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FINANCIAL EFFECT OF THE PROVISIONS OF THE 1955 TREATY WITH THE REPUBLIC 
OF PANAMA OTHER THAN AS PROVIDED FOR BY H. R. 6709 


—— ri 


The effect of the provisions of the 1955 Treaty with the Republic of Panama 
and the related Memorandum of Understandings, other than as provided for by 
H. R. 6709, on the operating costs of the Panama Canal Company and on eanal 
toll rates that can now be evaluated are shown in the following table, based 
on the assumption that the tolls formula will be amended to authorize the 
recovery of losses from business activities through tolls. If canal traffic con- 
tinues at the present level, we doubt that implementation of the various provi- 
sions would require a change in toll rates. 


Increase (— decrease) in 


Canal toll rates ! 


Operating Vessels 
costs charged 
Laden Vessels in | on dis- 
vessels ballast placement 
tonnage 
basis 
Single basic wage scak 
Immediate effect $345, 000 $0. 0083 $0, 0066 $0, 0046 
Ultimate effect 15, 000 . 0004 0003 0002 
Uniform application of Civil Service Retirement 
Act ; 
Immediate effect 1, 000, 000 0240 0192 0134 
Ultimate effect : 1, 000, 000 0240 0192 0134 
Construction and maintenance of bridge 
Based on the act of July 23, 1956 600, 000 -. 0144 O15 0080 
Based on the proposal that the Canal Zone 
Government construct ind maintain the 
bridge 300, 000 0072 58 0040 
Discontinuing free railway tr ansportatior 4. 000 OOO 0007 OOS 
Closing of health offices 164, 000 0039 —, 0032 22 
Reduction of terminal operation 


Reduction of commissary operations 





he effect of the changes in costs would, of course, tingent on the number and types of ships 
tl inal. Our computation is based on the a yn that 1956 was a representative year. The 
increases and decreases were computed as percentage tual tolls revenue for fiscal year 1956, These 
percent re applied to the existi toll rates to determine the resultant changes in the 3 types of toll 
t 
Not dete 1ed 


Single basic wage scale and uniform application of the Civil Service Retire- 
ment Act 

Hil. R. 6708 provides for the implementation of item 1 of the Memoranduin of 
Understandings relating to the establishment of a single basic wage scale and 
the uniform application of the Civil Service Retirement Act for all employees 
of the United States Government in the Canal Zone. The Bureau of the Budget’s 
analysis and comments on the bill indicates that the adoption of the single wage 
plan will increase the canal organization costs by about $345,000 in the first 
year. The Company has estimated that by the end of the 10th year the addi- 
tional annual cost will not exceed $15,000. The decline in the additional annual 
costs results from the operation of the “pay saving” provision provided for in the 
penultimate paragraph of the bill. The Company estimates that the incumbents 
benefiting from the provision will be reassigned to other positions at the rate 
of 10 percent a year. 

The Company has estimated that the inclusion of all canal organization em- 
ployees under the civil-service retirement system will cost an additional $1 
inillion a year. However, the present annual cost of about $2 million for bene- 
fits now paid to former employees under the so-called Cash Relief Act will 
be reduced each year due to death or other removal of the beneficiaries from the 
cash-relief rolls. Data are not presently available for us to estimate the annual 
reduction in these costs or the point at which the costs will no longer be in- 
curred The canal organization would be able to supply these estimates on the 
basis of an actuarial study. 
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Construction and maintenance of bridge 

The act of July 23, 1956 (70 Stat. 596), authorized the Company pursuant 
to item 5 of the Memorandum of Understandings, to construct, maintain, 
and operate a high-level bridge over the canal. The act further provides that 
the construction, maintenance, and operating costs shall be treated as extraordi- 
nary expenditures incurred through a directive based on national policy and 
not related to the operations of the Company. Section 246 (d) of title 2 of 
the Canal Zone Code provides that such extraordinary expenditures and losses 
to the extent not reimbursed through a specific appropriation shall be consid- 
ered as repayments to the Treasury analogous to dividends and similarly offset 
against the interest-benring investment of the United States. 

The Panama Canal Company provides ferry service across the canal at Balboa 
at an annual cost of about S600,000. The Company also maintains and operates 
a 2-lane swing bridge across the canal at the Miraflores locks at an annual cost 
of about $80,000. The Company has indicated that the ferry facilities and 
probably the Miraflores Bridge will not be needed after the new bridge is con- 
structed. Thus, the Company’s annual operating expenses will be reduced by at 
least $600,000 after the new bridge is constructed. 

In our audit report for fiscal year 1955 (H. Doc. 465, 84th Cong.), we stated 


that, in our opinion, the costs of constructing and operating the proposed new 
be 


bridge should not be considered as extraordinary expenses incurred through a 
directive based on national policy. An al idment of the act of July 23, 1956, 
to provide that the bridge be constructed and maintained by the Canal Zone 
Governinent, as we have suggested, would 1 it in a reduction of about $300,000 
in the Company's current operating Costs. 


Di ontinuing tree ailoau transgpo if 


l ie 1 e LA l ] i » 1! { R | {f Panama lived the right 
to rr I Va rai { j { ( in me nbers Ol he ] ] fore 
Ihe 1] \ | od ich ye 
( ( heall ome 

\ i\ et ( ! ( l n of ifs authortit ove 
sanitation in the ¢ ( ‘ Pana { n Karly n fiscal vear 1956 the 
Canal Zone Government ‘ ts | offices in these cities with a resu nt 
savings in annual costs of about $164,000 
Reduction of teri / pera 

[tem 10 of the Memorandum of Understandings provides that prompt consider 
it i will b iven to drawin ie handling of commercial cargo for trans 
shipment as soon as Panamanian port facilities are in satisfactory operatior 
The Governor | indicated that a private firm has completed preliminary 
arrangeme! for the con uction of port facilities at Las Minas Bay, only 6 
miles from the Atlantic entrance to the canal. 


In fiscal year 1956 the Company derived about $4'5 million of its gross reve- 
nues from its terminal operations. The operations resulted in a contribution 
of about $1.5 million to the general corporate expense of the Company. We are 
unable to estimate the effect the new port facilities may have on the Company's 
operations. However, it can be expected that a large portion of Panama’s im 


ports will enter via the new port facilities. 


Reduction of commissary ope rations 
Several provisions of the Memorandum of Understandings obligated the United 
States to put into operation policies and administrative practices designed to 
enable the Panamanian economy to obtain an increased share in the business of 
supplying the Canal Zone market. A summary of the provisions that will 
materially affect operating results of the canal organization follows. 

1. Item 6 provides that effective December 51, 1956, commissary, import, and 
other privileges, except those essential to health or necessary to performance of 
duties, will be withdrawn from non-United States citizen employees of Federal 
agencies in the Canal Zone who do not reside in the zone. 

2. Item 9 provides that the Panama Canal Company will discontinue manu- 
facturing and processing goods for sale to or consumption by individuals when 
it is determined by the United States Government that such goods are and will 
continue to be available in Panama in satisfactory quantities, quality, and at 
reasonable prices, 
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3. Item 4 provides that effective December 31, 1956, all Government agencies 
in the Canal Zone will discontinue selling supplies (except fuel and lubricants) 
to ships except those owned or operated by the United States Government. 

Commissary operations were withdrawn on December 31, 1956, from about 
10,000 non-United States citizen employees of Federal agencies in the Canal 
Zone who do not reside in the zone. The Company has estimated that this will 
result in a reduction of about $12 million, or 50 percent, in the sales volume of 
commissary and service center operations. The sale of supplies to ships also was 
discontinued on December 31, 1956. In fiscal year 1956 these sales, principally by 
the commissaries, amounted to about $420,000. The Company has discontinued 
the manufacturing and packaging of toilet preparations, pharmaceuticals, house 
hold cleaning compounds, commissary brand soda water, ete.; the purchase of 
native cattle for slaughter—the abattoir and slaughterhouse plant has been 
closed and dressed beef is being purchased in Panama. The Company is now 
purchasing roasted and ground coffee from Panamanian supply sources. 

We are unable to estimate the effect of the reduction in commissary operations 
on the overall operating results of the Company. However, oper: iting expenses 
will have to be substantially reduced in order to attain a similar operating result 
as in the past. The Company has taken or is taking aggressive steps to accom- 
plish the needed reduction in operating expenses. Among the measures taken 
was the abolishment of about 875 positions as a result of the closing of 4 com- 
missary retail stores and 8 service center units—plans provide for the closing 
of 2 additional commissary stores and 2 service centers; a consolidation of 
several activities of the supply and employee service bureau; a concentration 
of warehousing activities on the Pacific side of the isthmus: a request to the 
Department of the Army to determine the feasibility of handling the procure- 
ment and warehousing of subsistence items and the stockpiling of common use 
stores for all agencies in the Canal Zone. A consideration of any facilities excess 
to the reduced commissary operation as extraordinary losses would result in a 
reduction in depreciation expense. 

We learned recently that the Department of the Army has agreed to supply 
commissary subsistence items to the Company and that the pricing formulas are 
being worked out. We are unable to estimate the effect of this arrangement but 
believe that it will result in a substantial saving in operating expenses. The 
abolishment of the 875 positions will result in a reduction in commissary-operat- 
ing expenses and should have an effect on the operations of many other activities, 
such as schools, hospitals, and housing. It may permit some future reductions 
in expenses of these activities. 


Mrs. Sutiivan. That is all, then, unless someone else has a question. 

Mr. Dorn. Yes. 

Mrs. SuLLIvVAN. Have you a question, Mr. Dorn ? 

Mr. Dorn. Yes. 

Going back to the question which has been partially brought out, 
about the ch: arges that the employees pay for food and other services, 
my understanding is that the charges that these employees pay for 
food and other services encompasses parts of Government operations 
and would of necessity encompass parts of this $1.5 million which is 
made as a charge on the canal operation. I wonder if you could 
explain that whole picture? I never have been able to get it through 
my mind. 

Mr. Gernarpr. Mr. Dorn, the annuity is charged as a direct expense 
of canal transiting activity. In other words, we have the canal 
transmitting activity as one, and then we have all the supporting 
services, employee services, commissaries, and what-not on the other 
hand. The annuity is a direct charge against the transiting activity 
and in no way will affect the costs rel: ated to providing these other sup- 
porting services. 

Mr. Dorn. Following it a little further, suppose these assets are 
transferred on the books at book value as against real values, does that 
affect in any way the cost of services to the employees ? 
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Mr. Geriiarpr. Mr. Dorn, would you repeat that question, please ? 

Mr. Dorn. Let the reporter read it. 

(The question was read as above transcribed. ) 

Mr. Geruarpr. The effect of transferring them at book value rather 
than appraised value will, of course, have a bearing on the interest 
expense to the C ompany. I am not certain to what ex‘ent that would 
affect the service charges to employees. It would depend entirely on 
the method of allocation of corporate c harges, administrative expenses, 
and interest among the various activities. 

Mr. Dorn. You are familiar with the situation and there is no one 
else we can turn to but you. 

Mr. Gernarpr. I think Mr. Steers would be familiar with it, too. 
‘They do not allocate those costs on the books. 

Mr. Dorn. But does not Mr. Steers, in allocating, do what you tell 
him ¢ 

Mr. Gertarpr. Oh, no. We have been advocating for some time or 
pointing out that under the statute we believe that corporate charges, 
including interest and Canal Zone Government costs, should be al- 
located to the various activities, that is, to the transiting activities 
and to the business-type activities, not that we are solely in accord 
with that theory but we believe that is what the statute requires. 

The Company follows a little different concept in the manner in 
which they handle it in that they set price levels on a basis that will 
recover direct costs. The direct costs do not include interest, Canal 
Zone Government or general administrative expenses. Then any 
excess that they have, any excess of revenue, say, from the com- 
missary operaiton, over the direct costs they consider as a contribution 
toward general administrative expenses. 

Mr. Dorn. Let me see if I follow you there. This is something I 
wanted to bring out or find out about for a long time. Suppose some- 
one goes and buys some food at the commissary, the price he pays for 
that food is figured how? 

Mr. Gernaror. I cannot tell you exactly how it is figured, Mr. Dorn, 
but the basis on which they operate is to set the individual prices at a 
level which will recover the direct costs. If it is food, it is the cost 
of the food plus the handling costs, service costs. How they go about 
deciding whether a can of beans should sell at 20 cents or 22 cents, 1 
could not say. 

Mr. Dorn. What goes into the service costs / 

Mr. Gernwarpr. It would be the food cost itself, the transportation, 
the storage, employees’ services—clerks, warehousemen, that type of 
cost. 

Mr. Dorn. Then as I get the picture, the only place in which the 
money paid by the employ ee for this food is used for general govern- 
ment services is when at the end of the calendar year there is a profit 
in the particul w operation, that profit is transferred to government 
operation ? 

Mr. Gernarpr. It is a contribution which goes to offset part of the 
general and administrative expenses. It is applied i in that manner. 

Mr. Dorn. Is there a profit each year? 

Mr. Gernaror. There is a direct operating profit, say, in the com- 
missary. I would have to check to be sure in which operations there 
are profits, but I believe that in practically all cases the rates that are 
charged result in recovering all direct costs. As I said before, Mr. 
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Dorn, in some cases there is a contribution or a profit which goes to 
offset part of the general administrative expenses. 

Mr. Dorn. What I am getting at is, when has there been this profit 
resulting in a contribution being made ? 

Mr. Gerwarptr. That would be at the end of the year, if there was 
any profit. 

Mr. Dorn. Yes; but in what instances, in what years as against 
losses in other years ? 

Mr. Grruarpvt. In 1955 I think that all of the service facilities op- 
erated on the basis of complete recovery of direct costs Pp ylus some 
thing to be credited against general administrative expenses except 
local rate housing, the steamship line, the railroad operations, and the 
ground maintenance, That was in 1955. I would have to do a little 
research work to see what the story may have been in the earlier years. 

Mr. Dorn. That does not answer the question. It may answer it 
but it does not satisfy me. My understanding is, first, that as far as 
the actual payment for goods in the commissaries, there is no thought 
in setting up the price of including any governmental operat i hn out 
side of the cost of running the commissary and whatever the trans 
portation costs of the food itself is 

Mr. Hunvrer. There is no thought of including any Canal Zon 
Government costs. There is a thought of some kind of contribution. 
They establish an overall amount each year that the commissary would 
contribute toward the general corporate expenses of the ¢ ompany and 
in establishing the rate for cans of beans and other commodities they 
would attempt to end up at the end of the year ree that budgeted 
contribution toward the general corporate expenses. But there is 
no element intended as Canal Zone Government costs. 

Mr. Dorn. On what theory is food sold including a price for gen- 
eral corporate expenses ? 

Mr. Huwnrer. There is a markup over the direct operating costs 
That markup varies by type of commodity. A few items are sold at 
less than cost. 

Mr. Dorn. I thought you said that on the cost of a particular item 
there is a markup which would include government: al services. Am I 
not right in that ? 

Mr. Grruarpr. What do you refer to when you refer to governmental 
services, Mr. Dorn? General corporate expense ? 

Mr. Dorn. General corporate expense for services outside of the 
direct operation of the commissary. 

Mr. Hunrer. If youare referring to administrative expenses such as 
the Office of the Comptroller, the preside nt’s office and staff, and such 
items, there is an element added, a markup added to each item in the 
commissary sales for that. If you are referring to Canal Zone Gov- 
ernment costs, the cost of schools, hospitals, police force, maintenance 
of roads, streets and highways, there is no markup to cover the costs 
of Canal Zone Government included in any of the employees’ service 
activities. 

Mr. Dorn. Then the theory of the markup is that the Governor is 
part of the operation of the commissary and one of the Board of 
Directors, or that indirectly the president has something to do with the 
management of the commissary, so part of his staff and his activities 
are rightfully charged against each item sold? 
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Mr. Gernarpr. They are rightfully charged against each item sold 
if you want to oper: ate on a self-sustaining basis. Somewhere or other 
the operations, either the transiting activity or the employees’ services 
or all the other supporting services, have got to produce a sufficient 
amount over and above the direct costs in order to meet the general 
administrative expenses. 

Mr. Dorn. How much is this markup ? 

Mr. Hunrer. It varies. 

Mr. Greruarpr. I might add, Mr. Dorn, that in fiscal year 1955 the 
commissary operations had an operating income of $600,000 at the end 
of the year, which went to offset part of the corporate expense for the 
year. The corporate expense for the year made up of the net cost of 
the Canal Zone Government, interest payable to the United States 
Treasury, and administrative expenses amounted to about $25 million. 

Mr. Dorn. So the commissary wrote up expenses of about $600,000 
of the Governor’s administration itself? 

Mr. Geruarpvr. As a contribution toward total corporate charges; 
ves. 
' Mr. Dorn. Getting back to the theory of this, what theory do you 
say is the reason for that on an accounting basis ? 

Mr, Gernarvr. Mr, Dorn, is the question, Should or should not the 
employees’ 1s’ servic es, such as the commissar y; be ch: irged with any part 
of the corporate expense? You ory me the theory. 

Mr. Dorn. Yes, the theory of why the employee; in buying a 

can of ae has to pay part of the government expense ¢ 

— Geruarpr. I believe that it is general practice in any operation 
ot sort, Jn order for the operation to be self-sustaining, to have 
to ae 1b general expenses which are incident to the operation. 

Mr. Dorn. Is this $600,000 in administrative cost incidental to the 
commissary operation 4 

Mr. Grruarpr. That I cannot say, but undoubtedly there is 
some part of the administrative expense incidental to the commissary 
operation. 

Mr. Dorn. But not as much as $600,000. 

Mr. Gernarpr. M; aybe more. I do not know, because you would 
have to deve lop some fair basis of allocation of those costs to the vari- 
ous activities. 

Mr. Dorn. You are charging something, and now you are saying, 
“We have to develop something.” I asked a moment ago what was 
the amount of markup, and they sy it varies. Tow do you reach the 
point where you plan on arriving at a sum that the commissaries 
should contribute / 

Mr. Geruarpr. The sum they should contribute—I do not think 
there is any predetermined idea as to how much they should con- 
tribute. ‘T hey ao attempt to set price levels on a basis that will 1 
cover direct costs, and have a profit left over which will absorb via 
of the corporate expense. 

Mr. Dorn. What part of the corporate expense do they try to have 
left over 

Mr. Gernarpr. That T do not know. 

We believe that the supporting services should be self-sustaining 
and should bear a reasonable portion of the general corporate expense. 

Mr. Dorn. What is the reasonable portion of the corporate expense? 

Mr. Gernarpr. We made an allocation, and on the basis of our allo- 
cation in 1955 the vcmenlanees had an operating loss of $1,180,000 in- 
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stead of a profit of $675,000. In other words, the corporate expense, 
based on our allocation, was close to $500,000 more than the net profit 
from the commissary operation was. 

Now, as to the basis of allocation, there may be any number of bases 
which would be acceptable. There is no precise manner in which such 
charges are generally allocated to individual operations. 

Mr. Dorn. Let us get back to 1955. They had a profit of $600,000, 
but after you fellows got finished with the books. they had a loss of 
$1,500,000. In other words. you figured that a couple ‘of million dol- 
lars was the share that the employees should pay im an operation - 
the commissary, and what I am trying to get at is how you arrived : 
that conclusion / 

Mr. Geruarpr. It was based on the allocation method that we fol 
lowed, because on that method it would result in about $2 million. 

Mr. Dorn. I know it was based on the allocation method that you 
followed, but what was the allocation method? Tow do you arrive 
at the fact that the employees now must pay, I suppose, because there 
was a bookkeeping loss of over $1 million, an additional number of 
pennies for buying a can of beans? 

Mr. Hunrer. Congressman Dorn, this is explained on page 20) of 
our 1955 audit report. Would you care to have us read that into the 
record at this time ? 

Mr. Dorn. Let us encompass it into the record, rather than reading 
it now, with the permission of the chairlady. 

Mrs. Sunuivan. That can be done. 

(The information referred to follows:) 


Description of bases used by the General Accounting Office to allocate general 
corporate expense 


{In thousands of dollars] 





1955 4 vears ended June 30, 
Canal Business Total Canal Business I i] 
activity | activities activity | activities 
Revenue $38, 397 $45, 420 $83,817 | $151,259 | $187, 378 $338, 637 
Operating expenses, including adjust- 
ments in 1955 to prior years’ retained 
income_. cael 16, 257 42, 201 58, 458 60, 694 171, 793 232, 487 
Operating income _-----. 22, 140 3, 219 25, 359 0, 565 15, 585 106, 150 
General corporate expenses (allocated by 
General Accounting Office) 
Net cost of Canal Zone Government ! 6, 398 3, 381 9, 779 21 41,07 
Interest payable to U. S. Treasury 2 7, 040 2, 004 9, 044 448 33, 02 
Administrative and other general ex- 
penses 3 1, 380 4,575 5, 955 4, 297 14, 205 18, 502 
Total. ecsiaiae 14, 818 9, 960 24, 778 55, 422 37,174 | 42, 596 
Net income (—loss). ws 7, 321 —6, 741 581 35, 143 | —21, 589 13, 554 


1 Net costs of Canal Zone Government are allocated on the revenue ratio basis as defined in sec. 412 (b 
of the Canal Zone Code. This results in an allocation of 65 percent of these costs to the canal activity for 
1955 and 1954, 63 percent for 1953, and 55 percent for 1952 

2 Interest for fiscal years 1952, 1953, 1954, i” d 1955 is computed at 1.95, 2.05, 2.342, and 2.43 percent Dec. 
tively, on the net direct investment of the U. 8S. Government in the Company 

The base used for allocating interest to ac sas ities is the gross investment in fixed properties at the end of 
each year, exclusive of lefense facilities. About 78 percent of this is invested in facilities of the canal activity 
and the remaining 22 percent is invested in fac ilities of all other activities. This rel aitionship has been ap- 
proximately the same for the past 4 years 

8 Most of the administrative and other general expenses were allocated on a direction-of-effort basis; the 
remainder was charged directly to the applicable activity. The direction-of-effort basis was used by the 
Company in 1953 for statistical purposes and seems reasonable. It results in an allocation of approximate]; 
25 percent to the canal activity. 
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The net costs of Canal Zone Government were allocated on the basis of reve- 
nues because the tolls formula appearing in section 412 (b) of title 2 of the 
Canal Zone Code requires that tolls be prescribed at a rate or rates calculated 
to cover, as nearly as possible, all costs of maintaining and operating the canal 
and its related facilities and appurtenances, including interest, depreciation, 
and an appropriate share of the net costs of Canal Zone Government. The 
formula further requires that in determining such appropriate share, substantial 
weight shall be given to the ratio of estimated gross revenues from tolls to the 
estimated total gross revenues, exclusive of the cost of commodities resold, and 
exclusive of revenues arising from transactions within the corporation or from 
transactions with the Canal Zone Government. The reports of the congressional 
committees preceding the reorganization in 1951 (act of September 26, 1950, 
Sist Cong.) indicated that the revenue-ratio basis of allocating the net costs of 
Canal Zone Government was expected to result in approximately an equal divi- 
sion between the transiting activity and the other activities of the Company. 
The expected equal division did not occur because a substantial portion of the 
revenues of the other activities of the Company represented the cost of commodi- 
ties resold which, under the tolls formula, must be omitted from the allocation 
hase. Asa result of omitting the cost of commodities resold from the allocation 
hase, very little of the cost of Canal Zone Government was allocated to the 
commissary, storehouse, and service-center operations. 

Interest was allocated to the various activities on the basis of the gross invest- 
ment in fixed properties at the end of the year, exclusive of defense facilities, 
because fixed assets comprise most of the net direct investment on which the 
Company is required to pay interest. This method resulted in the allocation 
of substantial amounts to activities whose principal function is to provide serv- 
ices to other activities. 

Over 70 percent of the administrative and other general expenses were allo- 
cated on the direction of effort basis used by the Company in 1953 for statistical 
purposes. An allocation based on the ratio of employees in each activity would 
have produced approximately the same result. The undistributed portion of 
the expense of providing alien cash relief was allocated on the basis of local 
rate payrolls of each activity—the basis used by the Company to allocate the 
distributed portion of these expenses. New York branch accounting office ex- 
penses were allocated directly to the three activities involved on the basis used 
by the Company in prior years. The remaining expenses, consisting principally 
of unrecovered operating costs, were allocated directly to the applicable activi- 
ties. These bases also resulted in allocating substantial amounts to the service 
activities. 


Rates and prices for commodities and services provided to employees of the canal 
organization 

The tolls formula provides that in determining the appropriate share of the 
cost of Canal Zone Government applicable to the transiting activity, substantial 
weight shall be given to the ratio of estimated gross revenues from tolls to the 
estimated total gross revenues exclusive of the cost of commodities resold and 
of revenues from transactions arising within the canal organization. The legis- 
lative history pertaining to the reorganization in 1951 indicates that the cost 
of Canal Zone Government was to be borne by the Company in lieu of taxes and 
that the application of the formula was expected to result in assessing about 
one-half of the cost against the canal activity and the remainder against the 
business activities. 

The Company considers transactions with employees as transactions arising 
within the organization and in establishing rates and prices to employees gen- 
erally does not include a factor to cover the cost of Canal Zone Government. 
Since a large part of the revenue of the business activities is derived from 
employees, it would be impracticable to increase rates and prices to others to 
the point where the revenues would be sufficient to cover all costs, including 
one-half the cost of Canal Zone Government. In many instances prices to com- 
mercial users are limited because of competition. 

The Company has recently undertaken a continuing study of consumer prices 
in the Canal Zone. Two areas of consumer-price variations are being developed : 
(1) a consumer-price index designed to measure variations from a base point 
representing the average prices paid for commodities and services in the Canal 
Zone in 1956, and (2) a comparative food-price index. The consumer-price in- 
dex is patterned after cost-of-living indexes published by the Bureau of Labor 
Statistics and will measure the variations in prices for food, housing, apparel, 
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transportation, medical care, personal care, reading and recreation, and other 
goods and services. The comparative food-price index is designed to measure 
the variation in prices of food items in the Canal Zone with the prices for like 
items shown in United States City Average Retail Food Prices index published 
monthly by the Department of Labor. Both indexes are adjusted for Canal 
Zone purchasing patterns. Comparative indexes are not prepared for commodi- 
ties and services other than food because the other groups are not considered 
comparable. 

Although we have not had an opportunity to study these indexes, we believe 
they represent a forward step in the management of the Company. The rela- 
tive importance of the various commodities and services provided by the canal 
organization, as established in the consumer price index, follows: 


Provided in commissaries and service centers: Percent 
Food ee - ; Lot ; : , cian pero ies a . 30. O06 
Apparel____- eisai, pata en ee bs bien jie Sidi 8. 94 
Personal care : ‘ bidict% : ao as yey A 
lieading and recreation : od. 2D 
Gasoline, oil, and tires sites i t. OT 
Cigarettes, cigars, and beer 64 


Total OF 
Housing : 33. 93 
Medical care 28 
Other : watchs ‘ Bike 

Total 100. OO 


Prices in the commissaries and service centers are established at levels that 


in the aggregate will provide for the recovery of direct operating costs plus a 
reasonuble or budgeted contribution to general corporate expense. Markup 
percentages vary by types of commodity. Lower prices prevail in the Canal 
Zone for certain items largely because of the absence of excise taxes and import 
duties. Included in this group are gasoline—regular gasoline sel!s for 1 nts 
a callon-——cigarettes, watches, jewelry, linens, and other imported items. Many 
items particularly staple goods procured in the United States, are more expen- 
sive in the Canal Zone. Milk, produced locally, is sold at 25 cents a quart 
somewhat less than cost. Local beef is considerably cheaper than beef in Wash- 
ington, D. C., but usually is of a poorer grade. The comparative price index 
indicates that in February 1957 the average price of ail food items was 4.2 percent 
less than in the United States. Prices for clothing, housewares, laundry, dr 
cleaning, and cafeteria meals are about the same as in Washington. Motiou-pi 
ture tickets are 60 cents at the air-conditioned theaters and 45 cents at other 
theate: 

The rental rates established by the Company for United States rate quarters 


occupied by employees are intended to cover costs of operation and maintenance, 
including depreciation, interest on investment, and general administrative 
expense; no provision is made in the rental rates for the recovery of a share 
of the cost of Canal Zone Government. However, the Company charges em- 
ployvees of other Government agencies an additional 20 percent to cover a share 
of the costs ‘anal Zone Government. Rental income from United States rate 
housing amounted to $2,027,000 for 1956 and was sufficient to cover all costs 
except a share of the cost of Canal Zone Government. 

Although a comparison is difficult because of differences in construction, the 
rental rates for most United States rate quarters appear comparable to rates 
in the United States. The rental rates established by the Company for certain 
old, multifamily quarters are intended to cover only the direct costs of operation 
and maintenance. Employees of the canal organization are charged from $19 
to $25 a month for these quarters. 

For a number of years rental rates for local rate housing have been set at 
levels commensurate with local rate wages because of the inability of the 
employees to pay rentals which would cover all operating costs. The present 
rental rates result in recovery of only a portion of direct operating and mainte- 
nance costs. The Governor announced recently that through a series of rental 
increases local rate rentals will be adjusted to recover direct costs plus a reason- 
able share of indirect costs. 

Utility charges in the Canal Zone are somewhat less than in the United 
States. The rental rates include a factor to cover the cost of water. The 
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Company furnishes electric hot-water heaters in the quarters without a separate 
charge and electric stoves are furnished at nominal rentals. Electric power is 
metered and sold to United States rate employees on a kilowatt-hour basis and 
to local rate employees on the basis of a flat monthly charge. The electric bill for 
a United States rate family of 3 generally amounts to about $10 a month. 
Domestic consumers are charged $3 a month for an unlimited telephone. All 
calls in the zone are considerel local. 

The rates charged for hospital, surgical, and outpatient medical services are 
on the average, only about one-third of those charged for similar services in 
Washington, D. C. The rates charged local rate employees and their dependents 
are considerably lower. Since the rates are inadequate to recover related costs, 
they result in subsidizing canal organization and other Government employees. 

In our 1955 audit report we commented on the desirability of adopting an 
employees’ group hospitalization plan under which the employees would recover 
the costs of their medical and hospital care and thus eliminate any need for 
the canal organization to subsidize such costs. During the latter part of 1956, 
a group health insurance plan was underwritten by Mutual Benefit Health and 
Accident Association of Omaha. Under the plan payments by the insurance 
company for medical costs incurred by the insured employees are limited to the 
amounts they are required to pay under the present medical tariff. We believe 
that the plan is favorable and desirable from the viewpoint of the employees. 
However, the plan does not meet our indicated objective which was to place the 
employees in a position of being able to pay for medical care at rates that 
would result in the recovery by the Canal Zone Government of the cost of pro- 
viding the care. 


Mr. Geruarpr. We do not necessarily believe, Mr. Dorn, that the 
commissary operation should be operated on a basis to cover all di- 
rect cosis and an amount of general corporate expense on the basis 
on which we have allocated. 

We believe that a pricing level should be established which would 
be fair and equitable to the employees. 

Mr. Ecxerr. I think Mr. Dorn is familiar with out pricing policy 
theory. What we have done here, if 1 may state in a few words, Mr. 
Dorn, is we have taken the direct cost of putting the can of beans on 
the shelf, added to that the transportation and the other items that 
you can directly allocate. 

To that we have then taken part of the administrative overhead— 
the Governor's oflice, the comptroller’s oflice, the clerical help, the pay- 
rol] people, all of whom must contribute to this commissary operation. 

In addition to that, what we have done that the Canal C ompany 
has not done is to allocate to this comn issary on a revenue-producing 
basis the overall cost of government, such as your schools, playgrounds, 
movies, things like that, that would come under government. 

That is why our figure has risen to the amount that we have set 
forth in here. That does not necessarily mean that we feel that the 
costs should be recovered from the can of beans on that basis. This 
is a portrayal of what the things actually cost us to do business in the 
Canal Zone. 

If you want to discuss how we feel about pricing, I think this com- 
mittee is very well aware that we think pricing should be established 
on the basis of what those items would cost in the relative community 
in the United States, and if there is any loss, or gain, above that, 
it should go into the pot for the determination of the recovery through 
tolls, be it a profit or be it a loss. 

There we would treat the employees fairly. In this portrayal we are 
merely trying to bring out what it actually costs to actually produce, 
deliver, sell, and dispose of the can of beans. 

Mr. Dorn. No further questions. 
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Mrs. Sutiivan. Mr. Gerhardt, if you would try to answer that ques- 
tion as clearly as possible by submitting it for the record, so that we 

can study it later, I think it would be satisfactory to all of us. 

Mr. Eckert. The impact of the treaty, or this question ? 

Mrs. Sutnivan. On this question. 

Mr. Gernarpr. We would be glad to point out the basis on which 
it is made. 

Mrs. Sutiivan. That will be all. 

The committee is now going into executive session to hear the State 
Department representative. 

If there is any other person in the hearing room who would like to 
submit a statement for the record, they may do so within a week 
and we will have it encompassed as part of this hearing. 

We will insert in the record at this point a statement of the Ameri- 
Federation of Government Employees, and the statements of Louis S. 
Damiani, legislative representative of the Central Labor Union and 
Metal Trades Council, AFL-CIO of the Panama Canal Zone. Lavern 
R. Dilweg, United States Citizens Association and Thomas G. Walt- 
ers, of the Government Employees Council. 

(The statements referred to follow :) 


STATEMENT OF THE AMERICAN FEDERATION OF GOVERNMENT IMPLOYEERS 


Mr. Chairman and members of the committee, because of their significance to 
United States citizens who are members of this federation working in the Panama 
Canal Zone, the American Federation of Government Employees has a keen 
interest in the Treaty of Mutual Understanding and Cooperation Between the 
United States of America and the Republic of Panama and the memorandum of 
Understandings reached, both signed January 25, 1955. H. R. 6709 is designed 
to implement these documents. Hence, we have an equal interest in that bill 
now pending before this subcommittee. 

The measure is designed to authorize the transfer of lands and improvements 
to the Republic of Panama as an implementation of the treaty and the memo 
randum. 

Since the treaty and memorandum are matters of fact, it is apparent that the 
legislation now under consideration is essential to carry out the intent of both 
countries in reaching the 1955 agreements. For that reason, we can offer no 
objection to the principle advanced in the bill. 

We are concerned only with the method of accomplishing the conveyances. 

There are two principal amendments which should be made in H. R. 6709 
before final action is taken by the committee. 

Beginning on line 10, page 3, the bill directs that the value of the property 
transferred be the “net book value.”” We recommend that the property and im- 
provements be appraised at the “fair market value,” and that these values be 
deducted from the net capital investment of the United States in the Canal Zone 
Government. 

This same language provides that any capital loss encountered in the con- 
veyances shall not be charged against the Canal Zone Government, but shall be 
treated as extraordinary expenses due to national policy. Such a provision 
is appropriate because the transfers will result from treaty negotiations under 
our foreign relations program, rather than direct action of the Canal Zone 
Government, 

Establishment of the conveyances on the basis of the market value will aline 
the transactions with the reproduction value, This isa much more realistic meas- 
ure of the cost involved than the original cost, even when such factors as deprecia- 
tion are included. 

It will enable the United States Government also to secure a fairer evaluation 
of the losses incurred under present compe titive conditions. 

The other point we desire to emphasize concerns an amendment to the Canal 
Zone Code beginning on line 9, page 4 of H. R. 6709. 
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Under this language, the corporation is obligated to accept the cost of annuity 
payments to the Republic of Panama by reimbursing the United States Treasury 
amounts to reimburse the Treasury. 

It is our understanding that this amount promised to the Republic of Panama 
under the 1955 treaty will approximate $1,500,000. 

Again, because the additional expenditures result from negotiations governed 
by our basic foreign policy, our federation recommends that this amount be con- 
sidered a matter of national policy and the expenses be borne by the United States 
as a nation, rather than employees in the Canal Zone or its users. 

With these two recommendations, Mr. Chairman, we are pleased to urge action 
on H. R. 6709. 

Thank you for extending the opportunity for us to comment on the measure. 


STATEMENT OF LovuIs S. DAMIANI, LEGISLATIVE REPRESENTATIVE, THE CENTRAL 
LABOR UNION AND Meta TRADES CounciL, AFL-—CIO., oF THE PANAMA CANAL 
ZONE 


Madam Chairman and members of the committee, my name is Louis S. 
Damiani, I am legislative representative of the Canal Zone Central Labor Union 
and Metal Trades Council. I am an employee of the Panama Canal Company 
and have worked on the Canal Zone for almost 15 years. 

The organizations which I represent is the central body of some 26 unions, all 
of whom are affiliated with the American Federation of Labor and Congress of 
Industrial Organizations. The membership of these unions are the United States 
citizens employed by the United States Government to operate, maintain, and 
protect the Panama Canal. 

Madam Chairman, the legislation required to implement the treaty and the 
memorandum of understandings between the Republic of Panama and the United 
States is of vital interest to the employees in the Canal Zone. 

Qur position is that none of the direct or indirect costs resulting from the 
treaty or the memorandum of understandings, or from legislation growing out 
of either should be passed on to, or be borne by, the employees of the Panama 
Canal. 

I'm sure the committee is cognizant that the Panama Canal employee is pre- 
dominantly without representation. It is to committees such as this one to whom 
we turn for representation even though we are not your constilitents. For this 
reuson we ask the committee’s indulgence to permit us to make reference to sev- 
eral items not fully germane to the bill under discussion. 

Over a period of years, there has been a constant whittling away of conditions 
which the canal organization obligated themselves to the employees. It is this 
continuing breach of faith by the canal organization which has brought about a 
demoralizing effect upon the employees. 

The employees maintain this condition prevails simply because the responsi- 
bilities assigned to the Governor of the Canal Zone and the Panama Canal Com- 
pany Board of Directors have been impeded due to laws, rules, and regulations 
from other Federal agencies and so-called sound accounting principles. We are 
not critical of the law nor of any Federal agency, only that it is obvious they lack 
understanding of the overall problems involved. 

The conditions and benefits which were an inducement when we were hired 
have all but disappeared with the enactment on September 26, 1950 (81st Cong.) 
of Public Law 841. 

Prior to the enactment of Public Law 841, we were led to believe that any 
structural or accounting changes made would not affect the employee materially. 
The accounting system instituted by the General Accounting Office which they 
maintain is required to fulfill the requirements of Public Law 841, has placed 
upon the employee various expenses he has never been required to bear. Today 
the employee pays the entire costs of “employee service activities” such as com- 
missaries, service centers and housing. He also pays a prorated share of: 

1. Alien cash relief payments. An alien employee pension system for which 
funds were authorized to be appropriated by Public Law 195 (75th Cong.) 

2. Repatriation of aliens. Recovery of this cost began in 1934, after the orig- 
inal $150,000 appropriated fund was depleted. 

3. The Company’s share of the civil-service retirement payments. This is in 
addition to the 61% percent deducted from the employees. 

4. The Company’s payment to employee Federal insurance fund. 


5. The Company’s payment to the employees compensation fund. 
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6. Recruiting and repatriation expenses of the United States citizen employee 
as authorized by Public Law 600 (75th Cong.). 

7. The Company’s cost of the “free” 24-trip passes on the railroad. 

8. The Company’s cost of “free” home leave transportation, plus the difference 
of the employees reduced fare on the Panama Line ships. 

9. The Company’s deficit of the local rate housing. 

10. The Company’s general and administrative expenses 

11. Depreciation of the Company's depreciable assets allocated to “employee 
service activities.” 

12. Interest on these assets. 

13. Interest on United States rate housing since July 1, 1953. 

Our interpretation of the law is that the corporation shall pay all of thes 
charges. We further interpret Public Law 841 to read: 

“Tolls shall be prescribed at a rate or rates calculated to cover as nearly as 
practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest and 
depreciation.” 

The employees do not believe it was the intent of Congress, or of this com- 
mittee to pass these expenses on to the employee when they enacted Public Law 
841. To our knowledge no other Federal employee is required to do so. 

The treaty provides for an approximate 450 percent increase of the annual 
annuity to the Republic of Panama. We are not commenting on the equity of this 
increase; we mention only that the reason for entering into treaty negotiations 
the United States hoped to strengthen the bonds of friendship and undersanding 
between the peoples of the two countries. The increased annuity grew out of 
this treaty and therefore, should be treated in a manner that its cost will not 
reflect upon the employees of the Panama Canal. 

We ask the committee to spell out this intent in their report. Past experience 
has taught us to fear the so-called sound accounting principles as established by 
our General Accounting Office. 

To support the reasoning for our fears, let me cite an example. I’m sure this 
committee recalls the Booz-Allen-Hamilton report. The members of this con 
sulting firm recommended a 50 percent reduction in our housing rents. The 
Board of Directors of the canal agreed in principle with this 1952 report. On 
January 2, 1955, a 7-percent reduction of rents was granted employees. On July 
5, 1955, the reduction was cut back to only 3 percent. Reason? On July 3, 1955, 
the General Accounting Office had increased the rate of interest on housing 

We are not being critical when we say the “Watchdogs of Congress” has priced 
many of the canal activities out of business. And, is continuing along that line 
The General Accounting Office requires all canal activities be self-supporting 
They have on more than one occasion recommended to Congress to close out those 
activities unable to pay their own way under sound accounting principles. There 
is little if any logic in support of those recommendations. 

My predecessor in 1954, while testifying before this committee, asked, “Who 
ever heard of a logging company that expected its railroad to show a profit?” 

The lack of logic behind the self-supporting principle is shown by another 
parallel case. Is there any logic for a clothing manufacturer who is deriving a 
good income from his business, to close down his plant as sound accounting prin 
ciples uncovered the fact that his vest department is not self-supporting? 

We, as laymen, believe as long as the Panama Canal delivers the finished com 
modity at no cost to the United States Treasury, reimburses the Treasury a1 
nually for the net cost of operations of the Canal Zone Government, pays the 
interest on the United States net direct investment, and the $430,000 annuity to 
Panama, that our fiscal structure is sound, and the primary purpose of the canal 
is being fulfilled. Sound accounting principles notwithstanding. 

The bill before this committee provides also that subject to enactment of legis 
lation by our Congress, certain lands with all improvements are to be transferred 
to the Republic of Panama. We do not subscribe to the State Department theory 
that the relinquishing of the properties and their appurtenances free and clear to 
Panama is warranted as a partial price for the beneficial results our Govern 
ment acquired. If, however, our Congress determines it is in the best interest of 
our Government to transfer such ownership free and clear, then the fair market 
value of such properties should be credited to the Panama Canal Company capital 
account. 

We urge the committee to recommend transferring of these properties at fair 
market value and not current book value for the following reasons: 
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In permitting the Canal Company to deduct only book value from its assets, 
would be penalizing the Company for action taken by our State Department 
which is considered of national interest. 

The transfer of the lands at fair market value of some $24.5 million would 
offset in part the $14.5 million that will be chargeable to canal users for the 
required replacement of the transferred properties. 

The committee would be, in fact, extending partial remuneration to the 
employees for the costs which should not have been permitted to find their way 
through accounting allocations of rents, and the prices of goods and services 
sold to employees of the Company. 

The purchases of the three Panama Line ships, and in most instances the 
building of our housing, schools, hospitals, ete., were made possible by earnings 
from tolls and profits from employee services. 

It is not unreasonable therefore that the canal employee feels he has an 
equity in the transferred properties. Through no choice of his own, he will be 
compelled to move into homes built to replace those being transferred, and pay 
about two and one half times the rental he now pays. 

All of the accumulative costs, interests, maintenance, and depreciation which 
he has paid over the years is wiped out, with no tangible asset on his side of the 
ledger. We urge once again this committee recommend the crediting of the 
Canal Company with the fair market value of the transferred properties, 
affording the employee what may be termed an “interest break” on the net cost 
of the entire replacement program. 

We ask the committee also, wheu considering the action on H. R. 6709, it clearly 
define its intent and give consideration to our request of a full review of the 
present application of Public Law 841. 

Public Law 841 placed the canal organization on a commercial basis, without 
profit motive, yet fully sustaining. Congress never implied that the services 
to canal employees produce a profit. The employees take the position that the 
canal organization should operate as economically as possible, with emphasis 
on the security and the welfare of the United States. 

I thank the committee for permitting me to express our views, and I assure 
their interest will be appreciated by all the United States citizen employees 
on the Canal Zone. 


STATEMENT OF LA VERN R. DILWEG, ATTORNEY, IN BEHALF OF THE UNITED STATES 
CITIZENS ASSOCIATION, CANAL ZONE 


Madam Chairman, I am La Vern R. Dilweg, attorney and Washington 
representative of the United States Citizens Association. This association 
expressed its views on the effect of treaty concessions before the United States 
Senate Committee on Foreign Relations on July 18, 1955. (See pp. 75-96 of the 
hearings. ) 

Among the primary concessions directly affecting the Panama Canal Com- 
pany-Canal Zone Government and the United States Citizens are: 

1. Increased annuity—from $430,000 to $1,930,000. 

2. Sanitation—relinquishing right to control sanitation in Panama. 

3. Return of lands and improvements—includes health and educational facili- 
ties, employees quarters, Washington Hotel, railroad terminals and facilities. 
Rio Hato maneuver area for Army, rent free for 15 years. 

Withdrawal of privileges to alien employees—living in Panama. 
Subsidization of alien employees and Panamanian economy. 

. Abolishment of United States rate positions—establishment of single basic 
wage scale. 

8. Uniform application of United States Civil Service Retirement Act. 

9. Termination of manufacturing and processing of goods for sale. 

10. Restricting the source of articles for sale in Canal Zone. 

Since the income of the Panama Canal Company is derived from two major 
sources: (1) the shippers who use the canal facilities, and (2) the employees 
of the United States agencies operating in the Canal Zone, any additional finan- 
cial burden in the operation raises a serious question in the mind of the in- 
dividual employee—will such burden operate to the detriment of his continuing 
welfare and well-being? 

The Panama Canal workers therefore have legitimate and real interest in the 
items in the treaty and memorandum of understanding even though such items 
are not directly related to their wage rates and working conditions. 

As United States citizens the employees accept the basic tenets of the treaty 
with the Republic of Panama, but cannot accept to agree to the adjustments 
in the fiscal obligations of the Panama Canal Company proposed by H. R. 6709. 


SUS OU 
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Objection is made to the proposed amendment of the first sentence of para- 
graph (e) of section 246 of title 2 of the Canal Zone Code, to include the obliga- 
tion of the corporation to pay into the Treasury as miscellaneous receipts amounts 
sufficient to reimburse the Treasury as nearly as possible (1) for the annuity 
payments, etc. 

We must adhere to our stand, previously taken, that the additional $1144 mil- 
lion obligation, annually, is a direct result of appeasement for the economic 
benefit of Panama and it should come out of appropriated, nonreimbursable 
funds, to be returned to the Treasury by all 170 million citizens alike, in lieu 
of the users of the canal waterway, Panamanian employees, and the handful of 
United States citizens living in this area. 

To “net book” value of lands and properties to be conveyed to the Republic 
of Panama, approved, provided the Company/Government receives credit for 
the fair market value instead of net book value of lands and properties to be 
conveyed to the Republic of Panama. Fair market value credit would decrease 
more effectively the capital value of the canal enterprise on which the Company 
is required to collect and pay interest charges into the Treasury. It would re- 
lieve the Company of the necessity of charging addition overhead to make up 
that amount of interest that would be eliminated on the sum allowed as marked 
value. 

It is suggested that this committee consider the following changes in H. R. 
6709 now under consideration. 

On page 3, line 10, delete the words, “net book value” and insert “fair market 
value”. On page 3, line 24, delete the words “net book value” and insert the 
words “fair market value”. 

On page 4, lines 18-20, strike the words, after March 2, 1936, which reads as 
follows ‘‘and by Article 1 of the Treaty of January 25, 1955, between the said 
governments”. 

It is unfortunate this committee cannot consider all the implementing legis- 
lation since some phases come under the jurisdiction of the Post Office and Civil 
Service Committee of the House. Nevertheless I am certain that this committee 
will go into the whole Panama Canal Company question to correct any changes 
in conditions of employment in the Canal Zone brought about by the implement- 
ing leigslation in connection with the treaty. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DIRECTOR, GOVERNMENT EM- 
PLOYES’ CounciL, AFL-CIO, May 3, 1957 


Madam chairman and members of the committee, by way of introduction, 
my name is Thomas G. Walters, operations director of the Government Em- 
ployes’ Council, AFL-CIO, 100 Indiana Avenue NW, Washington, D. C., phone 
Executive 3-2820 and 3-2821. 

The Goverment Employes’ Council of the AFL-CIO is made up of 23 national 
and international unions whose membership, in whole or in part, are civil 
service employes. The total Federal and postal employee membership of the 
Government Employes’ Council is more than 600,000. 

Madam chairman and members of the committee, I am delighted to have 
the opportunity and privilege of filing a short statement on H. R. 6709, and to 
endorse implement if possible the statement filed by Mr. Louis 8. Damiani, legis- 
lative representative of the Canal Zone Central Labor Union and Metal Trades 
Council. Mr. Damiani is a delegate from the Central Labor Union and Metal 
Trades Council, AFL-CIO, to the Government Employes’ Council, AFL-CIO. 

The legislative committee of the council, after consultation with Mr. Damiani, 
unanimously instructed me, as operations director, to endorse the statement of 
Mr. Damiani, and a copy of his statement is attached hereto. 

We strongly recommend that the two points stressed by Mr. Damiani be fol- 
lowed as nearly as possible in the perpetration of the bill to be presented to 
Congress. 

Thanking you for the privilege and opportunity of filing this statement and 
trusting that the suggestions as outlined by Mr. Damiani will meet with your 
approval and with the approval of the Congress. 


Mrs. SuLtivan. We appreciate your coming here. 
(Whereupon, at 4.23 p. m., the subcommittee proceeded in ex- 
ecutive session. ) 
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